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ABSTRACT

This thesis contributes to institutional theories about European business systems through the
analysis of one case study: the French asset management industry in the period 1984-1999. It
asks how firms in a given business system adapt to changes in their economic and societal
environment. The thesis declines the usual focus on issues of convergence and divergence,
and suggests investigating organisational adaptation as a key dynamic process within business
systems, and it develops a theoretical framework for this purpose. It presents the French
model of asset management in the mid-1980s and contrasts it with the Anglo-Saxon model. It
then shows that by 1999 French firms had for the most part adopted the dominant patterns of
the Anglo-Saxon model. It then explains that if companies can stimulate the constitution of a
new organisational field operating with different rules and institutional arrangements, they
can depart from the dominant patterns and behaviours of their national environment. In this
process, such institutional agents as regulators, professionals, market leaders and consultants,
and such calculation tools as performance measurement, benchmark, rating and invitations to
tender play-a key part in establishing the new rules. Instead of focusing on convergence or on
persisting diversities among national business systems, the thesis suggests further

investigating the constitution of trans-national entities.
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CHAPTER I: INTRODUCTION

This thesis contributes to the analysis of a general problem: how European business systems
respond to societal change. It follows a literature, which recognises that economic action
should be understood as embedded in a societal environment, and that a coherence exists
between national institutions and the organisational patterns and behaviours of firms. But
given a changing economic and social environment, the research does not follow the usual
perspectives that focus either on convergence or on persisting differences between national
economies. Instead it concentrates on the analysis of one particular phenomenon:
organisational adaptation. In an integrating Europe, how do firms adapt to changes in their

surrounding business system? The argument will proceed in four steps.

In the first chapter, we justify this approach and the methodology adopted. The second
chapter is devoted to the case study design, French asset management over the period 1984-
1999, and to the definition of four theoretical hypotheses or possible scenarios about how
French firms would have adapted to changes in their environment, as predicted in the
literature. Also, we will develop a theoretical framework, in order to have the necessary
theoretical tools to analyse organisational adaptation processes within the business system
framework. In a third step, we will categorise the situation in the French asset management
industry at two historical moments: 1984, and January 1999, when the Euro was launched.
We will note that most firms have departed from the patterns of the French model to embrace
those of the Anglo-Saxon model. Finally, we will explain how this rather surprising result was
possible and develop a novel understanding of organisational adaptation processes. This will

lead us back to the initial research problem, which is the concern of the following pages.

1. The research problem

Our research problem is organisational adaptation in an integrating Europe. We will show that
it emerges from a particular approach, economic embeddedness within business systems as it
faces societal change. We will then explain why we focus on organisational adaptation and

why especially in an integrating Europe.
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1.1. The starting point: embeddedness and business systems

The research belongs to a growing stream, which holds that economic action should be
analysed with regard to its context. Over the last twenty years, economic sociology and
political economy have indeed had an impressive renewal, with more and more scholars
revisiting the postulates of economics and trying to offer better accounts of economic
phenomena (Nee, 1998; Swedberg, 1997). Here the core concept is ‘embeddedness’, which
was made popular by Granovetter in a much cited article of 1985. But the notion of
embeddedness goes back to the writings of Karl Polanyi (1944), who assumed the existence
of an institutional frame constituting the context in which economic activities took place
(Callon, 1998: 8). Granovetter rejected the two concepts of Homo Sociologicus and Homo
Economicus, the latter resting on the hypothesis of a person closed in on himself. As
Granovetter noted:

A fruitful analysis of human action requires us to avoid the atomisation implicit
in the theoretical extremes of under- and oversocialized conceptions. Actors do
not behave or decide as atoms outside a social context, not do they adhere
slavishly to a script written for them by the particular intersection of social
categories that they happen to occupy. (1985: 487) .

The starting point of the thesis is the recognition of this embeddedness of economic action,
not only in networks, as stated by Granovetter (1985), but also in the cognitive, regulatory and
normative institutions that constitute social structure (Giddens, 1984: 31; Scott, 1995: 35).

More precisely, the present research follows a large and growing body of literature that
attempts to categorise capitalist economies in terms of their specific institutional
arrangements (Albert, 1991; Berger and Dore, 1996; Crouch and Streeck, 1997; Hall and
Soskice, 2001; Hollingsworth and Boyer, 1998; Hollingsworth, Schmitter and Streeck, 1994,
Lane, 1989; Whitley, 1999). Most of these authors express the view (which is also the initial
postulate of this research) that economic behaviour can be understood at the level of a system
which gives coherence to the behaviour of individual agents. For instance, Hollingsworth and
Boyer define what they call a social system of production, which means “the way that a
number of institutions or structures of a country or a region are integrated into a social
configuration” (Hollingsworth and Boyer, 1998: 2). These institutions are:

the industrial relations system, the system of training of workers and managers,
the internal structure of corporate firms, the structured relationships among firms,
the financial markets of a society, the concepts of fairness and justice held by
capital and labour, the structure of the state and its policies and a society’s
idiosyncratic customs and traditions as well as norms, moral principles, rules,
laws and recipes for action.(ibid.)

12



They claim that these institutions tend to integrate with one another, and that they constitute a
relatively stable and coherent social configuration. A similar idea is found in the notion of
models of capitalism, which are used to define institutional typologies affecting the
functioning and performance of firms (Albert, 1991; Crouch and Streeck, 1997; Rhodes and
Van Apeldoorn, 1997; Streeck 1992; Zucker, 1988). Models of capitalism have insisted, in
particular, on the different configurations in terms of corporate governance between Anglo-
Saxon and Rhenan capitalisms (Albert, 1991), or between shareholder and stakeholder
capitalisms (Kelly, Kelly and Gamble, 1997). The thesis will use a third concept, the business
system (Whitley, 1991), which seems more appropriate for the study of corporate behaviour
in a context of institutional change, and which explicitly relates business organisations to their

socio-institutional environment.

Business systems are understood as the sum of the general practices and value orientations
which characterise both the internal organisation of business units and their relations with
their environment. They are “distinctive patterns of economic organisation that vary in their
degree and mode of authoritative co-ordination of economic activities, and in the organisation
of, and interconnections between, owners, managers, experts and other employees” (Whitley,
1999: 33). It is important to notice that the concept of business system was elaborated for and
has been used for comparative purposes. But it also provides a framework that accounts for
internal consistency, as underlined by Whitley:

While not assuming that national contexts determine all aspects of business
systems, nor denying the significance of variations between industries in
heterogeneous cultures, the comparative analysis of enterprise structures does
claim that dominant social institutions generate distinctive business systems
which are relatively similar within national states and strong cultural systems, but
vary considerably between them. (1991: 24)

It is of special interest that these theories recognise some conformity between the micro-level
of corporate behaviour and a macro-level of analysis. In other words, they offer some
concrete understanding of the embeddedness of organisations in defining patterns of
behaviours for firms and economic agents, and in relating them to dominant institutions. This
is the case in the work of Christel Lane (1992, 1995) on France, Germany and Britain; of
Jacqueline O’Reilly (1994) on banking in France and Britain; of Peer Kristensen (1995) on
small and medium-sized enterprises in Denmark; and of Whitley (1991, 1999) on Asian and
East-European countries, just to mention a few. Such studies should also be related to the Aix
school, which produced a number of comparative enquiries (Maurice et al., 1988; Maurice,
Sellier and Silvestre, 1986; Maurice, Sorge and Warner, 1980; Sorge and Warner, 1986), and
which undoubtedly influenced the business system approach. Taken together, these studies

provide a body of literature that categorises national economies by defining the dominant
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patterns of behaviour of given economic agents, and by relating these to particular sets of
institutions. They have developed some frameworks to categorise national economies using
particular lists of key characteristics and using tables that combine them with macro-
institutional features. This is well illustrated by Whitley (1999), who first identifies eight key
characteristics of business systems in three categories (ownership co-ordination, non-
ownership co-ordination and employment, and employment relations and work management
[34]), then classifies them along six business system ideal-types (42), which are then
combined in a matrix with thirteen institutional features (60). These approaches together with
those previously quoted therefore provide a framework by which to categorise national

economies.

Moreover, the business system approach seeks to recognise and identify some dynamic
elements within the functioning of national economies, and it questions the persistence and
change of varied forms of economic organisation (Whitley, 1999: 5). Interestingly, one could
understand the present varieties of capitalism as different versions of what has been defined as
Fordism, each of these versions following national specificities and bargaining traditions
(Crouch and Streeck, 1997: 8). Based on the principles of Taylor’s scientific management and
ini‘tiated.in the United Stéteé iﬁ the i930s; Fbrdisrﬁ Wa§ a fnéthbd ‘for‘ thé efﬁcient productibn |
of a single item through mass production and standardisation, and it gradually gained
universal acceptance as the paradigm of efficient production, at least until the early 1970s
(Boyer and Durand, 1997: 7). But Fordism was more than a method of production: it
encompassed an institutiénal configuration, a mode of regulation associated with particular
employment relations (Boyer and Durand, 1997: 9; Lipietz, 1992: 8). It was implemented at a
time when economies were nationally organised and when nation-states acted as watertight
containers of the production process (Dicken, 1998: 2). Consequently, Fordism could be
successfully diffused internationally, but because it both implied and required a societal
compromise and compatible institutions it was integrated into a variety of national practices
and traditions. Business systems are therefore regarded as the products of certain historical
developments: they receive their distinctive character at a very early stage of the
industrialisation process, but develop and adapt over time in response to broader economic
and technological challenges, as well as to social and political pressures (Lane, 1992: 64).
And the proponents of the business system approach consider that “societies with different
institutional arrangements will continue to develop and reproduce varied systems of economic
organization with different economic and social capabilities in particular industries and
sectors” (Whitley, 1999: 3). However, given the present situation of societal change and its

trans-national nature, there arises a problem: why should national business systems remain
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different? To answer this question we decided to focus on one particular phenomenon:

organisational adaptation.

1.2. A context of economic transformation questions the
persistence of national distinctiveness

The problem with the institutional analysis of European business systems is that it does not
explain how national distinctiveness may be preserved despite present societal changes. While
it is hardly disputable that capitalist economies have experienced accelerated transformation
over the last twenty years (Dicken, 1998: 3), there is no agreement about the direction they
are taking. A short phenomenology of the present changes will illustrate how extensive they
are, and this will lead us to recognise conflicting theories about their impact on national
economies. Noticing an inescapable dichotomy in the literature, we will explain why a focus

on organisational adaptation was adopted in the research.

1.2.1. Current changes in the world economy
Four elements are often mentioned to describe the current changes in the world economy: new
technologies, globalisation, new competitive conditions and re-definition of the role of the

state.

First of all, technological progress and the digital revolution radically changed the conditions
of production and the possibilities of innovation. In what- has been described as Flexible
Specialisation and Neo-Fordism (Piore and Sabel, 1984), or post-Fordism (Boyer and Durand,
1997; Lipietz, 1992) or lean management (Womack et al., 1990), there is no longer a
dissociation between the design and the execution of tasks. Workers participate in a constant
upgrading of the production processes; they are expected to suggest improvements, take
initiatives and be responsible for their work. Firms can thus achieve both flexibility and high
quality. The impact of new technologies and especially the rise of the Internet and other
communications devices such as digital television and mobile phones results in boundaries
being blurred between industries, and even more between countries. This leads to what some
call the “eEconomy” (Andersen Consulting, 1999), where the same companies can operate in
publishing, entertainment and retail at the same time, on a global basis and without closing
hours. New technologies mark the death of distance (Cairncross, 1997) and the birth of a 24-
hour-society (Moore-Ede, 1993).

In fact, and this is the second dimension of the present changes, boundaries seem to be

dissolving between countries, so that time and space are contracting in a globalising world.
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Globalisation refers both to the compression of the world and to the intensification of
interdependency (Giddens, 1990: 21; Robertson, 1992: 8). International trade and cross-
border investments are creating economic interdependency. Mass media and
telecommunications open the world to individuals who then develop a global awareness
(Giddens, 1991: 187). Interdependency and time-space contraction go with the development
of trans-national entities. Leslie Sklair, who talks about sociology of the global system,
expresses the view that these trans-national corporations produce trans-national practices,

which then become the basis of the global system (1991: 6).

The third phenomenon in today’s changes is the establishment of new competitive conditions.
In the New Competition, not only price but also innovation, fast design, better products, and
higher responsiveness to change start to be the decisive criteria (Best, 1990: 254).
Competitiveness is no longer the outcome of the firm's own efforts and its ability to
rationalise production so as to lower costs. Competitiveness is the outcome of such
institutional arrangements as education, research and development capacities, information
resources, transport and communication networks, leisure and the quality of life, all of which
contribute to the competitiveness of nations (Porter, 1990: 19). Consequently, and this is the
last dimension of the phenomenology of the present changes, the role of nation-states is being
re-defined.

Governments seem to have lost their supremacy in terms of economic governance. This is the
argument of Susan Strange’s The Retreat of The State (1996), where she writes that:

The impersonal forces of world markets, integrated over the post-war period more
by private enterprise in finance, industry and trade than by the co-operative
decision of governments, are now more powerful than the states. (4)

Everywhere, privatisation and deregulation are on the agenda. In the period 1990 to 1996
alone, more than thirty countries abandoned central planning as the main mode of allocating
scarce resources, while over eighty countries liberalised their inward foreign direct investment
(FDI) policies (Dunning, 1997a: 35). The difficulties experienced by states in coping with the
changing conditions of competition and economic order have led to a retreat by government
from direct economic involvement. They have given back to markets a leading role in the
managing of the economy. In what is called Alliance Capitalism (Dunning, 1997b), states
tend to build a partnership with business and society in order to compete internationally and
to attract FDI. To do so, they behave:

as strategic organised and institution-builders, as ensurers of the availability of
high-quality locationally bound inputs, as smoothers of the course of economic
change and as creators of the right ethos for entrepreneurship innovation, learning
and high-quality standards. (Dunning, 1997b: 23)
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All these changes, however, severely question the previous framework positing that economic
action can be described using national business system types. Why should differences persist
when there are no more boundaries to the global influence of change? Given new
technologies and international interdependency, how do we understand the transformation

occurring inside business systems?

1.2.2. Convergence vs. Divergence

Although a major qualitative change is widely acknowledged amongst scholars, there is as yet
no agreement on the extent and precise nature of that change (Lane, 1995: 1). One dispute is
between the hypothesis of general convergence towards a single model, and that of persisting
national differences that will either remain unchanged or even be reinforced by the general

trends of economic transformation.

The first thesis, sustained by Marxists, by functionalist social science, and by the management
literature in general, is that in a modernising and globalising world, each national economy is
likely to converge on a single set of axial principles for its economic and social organisation.
For Marx and Lenin and their followers, the world is becoming unified because of the
- domination of a single Way of producing commodities: capitalists will use their power to
impose their system on regions not previously within their orbit (Waters, 1995: 12). For
functionalists, there is an evolutionary path, with corresponding stages that any society will
follow to reach the same eventual configuration. For instance, Bell (1976) argues that
emerging intellectual technologies for the production of services create convergence towards
a post-industrial future, while scholars interested in macro-social convergence insist on the
capacity of specific agents to develop a unified global system (Robertson, 1992; Sklair, 1991).
Most business and management scholars also predict a gradual convergence of national
economic systems in a borderless and global world. Since the existence of a “best way” for
business organisation is recognised, global best practices and dominant market structures
gradually overtake the entire world. For instance, the multi-divisionary organisation
(Chandler, 1962; Williamson, 1975), the trans-national organisation (Barlett and Ghoshal,
1982, 1989; Ohmae, 1990; Reich, 1991) or lean management (Edquist and Jacobson, 1988;
Womack et al., 1990) become generalised because of their inherently superior efficiency. In
general, the convergence thesis therefore goes with evolutionary and rational choice
perspectives, and with the idea that each individual country will adopt the same patterns of
economic behaviour, which are judged superior either because of their efficiency or because

of the power of their advocates.
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However, many other authors have supported the thesis of persisting differences and even
divergence. A common view, advanced by comparative political economists, is that
convergence is over-stated and that closer examination shows that differences still persist and
are likely to remain (Krugman, 1996). Some scholars insist that convergence to a single most
effective type of market economy is no more likely in the twenty-first century than it was in
the highly internationalised economy of the nineteenth century (Hirst and Thompson, 1996).
Some others focus on persisting differences between national configurations (Boyer, 1996;
Florida and Kenney, 1993; Hollingsworth and Boyer, 1998; Kristensen and Whitley, 1995,
1997; Lane, 1992; Maurice et al., 1986). In their view, the interdependency between national

institutions will continue to develop and to reproduce varied systems of economic

organisation that are equally viable. For that reason, the same global processes would still V\N—“’L—)

lead to different versions and diﬁm systems. Finally, some authors have
suggested the development of further divergence, based on the principle of international
specialisation. Such authors as Dicken (1998), Dunning (1997a), Porter (1990) and Best
(1990) insist that in a globalising world states are all the more important in developing the

institutional configurations within which firms can flourish, given the new economic

conditions of competition. Convergence will not occur, because the specific features of

business systems will lead firms to specialise in some sectors and to disregard others, which
in turn could lead to international competitive advantage and division of labour (Porter, 1990;
Sorge, 1991). Globalisation may therefore end up reinforcing patterns of specialisation and
the distinctiveness of national economies. These arguments seem just as convincing as those

of the proponents of the convergence thesis, which is why another approach may be desirable.

1.3. Another perspective: a focus on organisational adaptation

It is very difficult to find a way out of this confrontation between the convergence and the
divergence theses. In fact, there seems to be almost a formal point of no return between the
two perspectives. The numerous studies produced over the last years start displaying some
conventional conclusions, and this may have more to do with their disciplinary divides than
with any convincing evidence. On the one hand, scholars interested in economic efficiency
and performance seem to be driven towards the convergence thesis. They tend to insist on the
possibility of agency from actors that break free from their national constraints to build up the
global best practices and new ways of organising. On the other hand, scholars interested in
comparative studies of countries and industries seem inclined to agree with the divergence
thesis. They insist on the importance of institutions in constraining and orientating change. As
a result, the debate between the convergence and divergence hypotheses is losing its

fruitfulness (Djelic, 1998). In reality, part of the problem in addressing persisting differences
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in a context of globalisation and European integration is a consequence of the theoretical and
methodological orientations that have been used so far. The deadlock between the
convergence and divergence debates results from the subjective stance inside any research
project in the social sciences. It is not surprising that researchers looking for differences will
find some, just as it is not surprising that researchers looking at new social practices will find

some kind of convergent upgrading.

The observer himself creates his object and formats it in a way that suits his research
enterprise (Popper, 1963: 48). And the convergence and divergence hypotheses are the
products of particular theories and methodologies. The convergence proposition that a best
way to organise economic action will be generalised to the whole world is justified by using
rational choice or evolutionist types of arguments. But rational choice theory fails to
recognise that preferences, alternatives and outcomes are structured and restructured by
particular social constructs, which are themselves historically bounded. The focus on agency
misses a number of macro-social constraints. Evolutionist types of arguments concentrate on
stages and on generic principles moving societies in one direction (Rostow, 1968). They miss
the complexity inherent in change and tend to reduce reality to mere theoretical categories.
The divergence proposition is sustained by those comparative political economists who insist
on macro-institutional constraints. But their comparative methodology tends to point to
differences and to overlook similarities. Moreover, the systemic view advanced in these
approaches insists on the interconnectedness of various institutions and therefore emphasises
reproduction and inertia at the expense of conflict and change (Lane, 1995: 13). It tends to
ignore the possibility of agents altering their institutional environment. Another problem
comes from their lack of a consistent theory about how institutions affect the behaviour of
economic agents (Hall and Soskice, 2001). To escape the deadlock of the convergence and
divergence theories, and the limitations of their understanding of reality, it is necessary to
provide a new approach towards the analysis of change within business systems. In the
present research, it is suggested that the study of organisational adaptation may offer an

interesting perspective towards this end.

1.3.1. Firms, an appropriate level of analysis

Comparative political economy has traditionally paid attention to the state and to trade unions
(Hall and Spckice, 2001: 2). The business system perspective draws attention to the
relationships between five broad kinds of economic actors: (a) the providers and users of
capital, (b) customers and suppliers, (c) competitors, (d) firms in different sectors, and finally
(e) employers and different kinds of employees (Whitley, 1999: 33). To tackle business

systems within the perspective of societal change, there could admittedly be several levels of
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analysis: macro, micro or meso, and several types of focus: individuals, the state, firms or
even intermediary associations (Hage, 2000). Here, it is argued that business organisations, at
a meso-level, should be the focus of attention, not so much to categorise their relationships

with other economic actors, but first and foremost to monitor their dynamics.

The first justification for this choice is that firms have become key actors in modern
capitalism. Firms were often neglected in contemporary Political Economy (Sally, 1994). But
recent initiatives (Casper, 1997; Hancke, 2000; Mueller and Loveridge, 1997) have shown the
potential interest of a firm-centred Political Economy. Many writers have acknowledged the
increased importance of firms within society (Giddens, 1990; Ritzer, 1993; Sainsaulieu, 1990,
Strange, 1996): they are regarded as centres of innovation and as capable of influencing and
changing their social surroundings. The second reason for this focus on firms is that they play
a key role not only in the definition but also in the production and in the re-production of
business systems themselves. First, the key features used to define business systems are firm-
centred: they focus on how firms are influenced and relate to a set of institutions (Whitley,
1992). But more importantly, they are both the repositories and the agents of transformation
of national business systems. This is because of the properties of systems and in particular
because of how they are reproduced over time, as explained, in particular, in Giddens’

structuration theory.

Giddens conceives systems as “reproduced relations between actors or collectivities,
organised as regular social practices” (1984: 25). This definition is similar to the concept of
business systems presented earlier, as grounded in relationships between owners, managers
experts, employees and institutions. In structuration theory, social systems are reproduced
over time because agents activate (or constitute) their structural properties. Firms, as
economic agents, carry internally the structural properties of their surrounding business
system, the patterns of which they reproduce over time or even alter, in their actions and
interactions. And they are key players in the maintaining and change of the business system,
because they have a central role in the definition and re-production of it. Admittedly, they are
not the only agents capable of changing the properties of the system: the state has without
doubt this ability. But the factors of change in today’s economy are so much related to firms
that they are probably the most interesting objects of analysis, in any attempt to monitor how
national differences remain or disappear. This is the reason why the present research focuses
on business organisations. More precisely, the choice was made to focus on one particular

process: organisational adaptation.
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1.3.2. The problem of organisational adaptation

The approach taken in this thesis consists of monitoring how firms in a given business system
adapt to changes in their environment. We argue that this focus not only helps to uncover
business systems’ internal dynamics, but also that it is compatible with our initial postulate

that economic action is embedded within society.

The concept of organisational adaptation refers to the way firms alter their structures, routines
and organisation to fit better with their market niche. Dynamic in nature, organisational
adaptation corresponds to the Darwinian concept that living organisms survive because they
are adapted to their environment (Darwin, 1968). Biological and ecological analogies have
been considered appropriate to the study of firms within their context, because they are
purposive and mortal entities (Alchian and Lott, 1997; Hannan and Freeman, 1977).
Ultimately, a firm can survive only if it finds customers to buy its produéts, in other words, if
it is adapted to the demand in its market niche. But while this is generally accepted,
adaptation has only recently become a matter of concern for organisation theorists.

Understanding why this should be will show why it fits with our initial perspective.

As Coase noted in his celebrated 1932 article, the firm had not been clearly defined by
economists in their theories. And just as the firm remained unquestioned for a long time, the
relations between firms and their environments were absent from organisational theory until
recently. In the neo-classical economic model, as defined for instance by Walras in the 1930s,
the firm is only a part of the price and resource allocation theory: it maximises profit in a
perfectly rational and transparent market, where every resource and information is known and
available. In a given technical set-up with perfect information and competitive conditions, the
firm has therefore no difficulty in reaching an optimum by adjusting output or price
respectively. As a result, adaptation is straightforward and immediately guaranteed in the neo-
classical concept of the market. And for that reason there is no theoretical question about
adaptation. The same is true in the idea of firms as closed systems. The scientific management
literature does not question the environment: it is part of a process, the process of producing
goods scientifically. The environment provides raw material and resources, which are then
engineered through bureaucratic rules, following a careful analysis and an attempt to find out
the one-best-way to organise production. The whole organisation is a machine, there is no
problem in its relation to the environment, no question of adaptation. In short, for theories
based on optimisation of resources and unlimited rationality, adaptation was not a theoretical
problem. However, new perspectives on capitalism and society, which rejected both the over-
socialised nature of sociology and the under-socialised nature of economics, looked at

adaptation differently.
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In the economic field, Schumpeter undoubtedly had an impact in promoting a concept of
efficiency and change that criticises economic maximisation as a theoretical perspective.
Capitalism is, according to him, “by nature a form or method of economic change,” so that a
process of creative destruction constantly “revolutionises the economic structure from within,
incessantly destroying the old one, incessantly creating a new one” (1943: 82-83).
Competition from new technologies and from new types of organisation is more effective
than simple maximisation of existing resources. Because of constant change, only those
organisations that best exploit the capacity of their environment can strive and survive. Only
those adapting themselves to change can avoid being destroyed. Schumpeter contributed
therefore to a theoretical perspective towards adaptation, as shown from his interest in
adaptive mechanisms and especially the role of entrepreneurs. This analysis is still very
influential today, as illustrated in the ‘evolutionary economics’ and Neo-Schumpetarian
schools (Levinthal, 1994; Nelson and Winter, 1982). We should also mention the influence of
Parsons, who gave adaptation an important role in his social system theory. For Parsons,

adaptation is first and foremost related to the economy (1960: 164). Together with Neil

- Smelser he conceives the function of economic production as primarily an adaptive .

mechanism of society in relation to several of its environments (1956: 111). This relates not
only to the allocation of resources but also to societal values and norms. Focusing on
organisational adaptation means therefore focusing on the key function of firms within their
business system. We consider a focus on organisational adaptation a suitable approach to
tackle the problem of persisting diversities in a context of economic change, and to grasp how

business systems retain or depart from their dominant patterns in a changing environment.

It is not by chance that the Handbook of Organisational Design (Nystom and Starbuck, 1981)
has as a subtitle: “Adapting organisations to their environments.” Adaptation is probably the
key challenge facing business firms. In modern capitalism, the competitiveness of firms
reflects their capacity to innovate, which is seen everywhere and is related to a constant
adaptive process (Lundvall, 1992). Organisations are not self-directed and autonomous. They
need resources like capital, personnel and supply, which are not always available. This results
in an interdependency with other companies or individuals possessing these resources (Pfeffer
and Salancik, 1978). For that reason, from the point of view of the organisation, change is
driven by the relationship between the organisation and its environment (Cyert and March,
1963). Adaptation occurs when some attributes, such as business strategy, structure or
routines, are changed in response to an environmental change, in order to fit some new
environmental contingency (Levinthal, 1994). But adaptation will not be conceived here as a

pure feedback response: adaptive adjustment can also include manipulative and political
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behaviour where organisations select and try to alter their environments (Hedberg, 1981: 3;
Pfeffer and Salancik, 1978). By focusing on organisational adaptation, the present research
attempts to escape the deadlock between the convergence and divergence theses. The process
of organisational adaptation is a key element in the micro-foundations of business systems. It
represents a core function of economic and managerial action and it has an impact on both the
internal maintenance of the system and on its transformation. The research will attempt to
monitor carefully how firms react to changes in their environment, and whether and how they
depart from reproducing the dominant patterns of their surrounding business system. To do
so, it will build upon the studies developed by organisation theories. But there is also another
Justification for an approach based on organisational adaptation, and one that arises out of a

broader consideration of European integration.

1.4. At stake is also the path followed by European integration

As the European Union grows and intensifies, it has been the subject of more and more
academic interest. European integration is often described as a catalyst (Merrill Lynch, 1998;
vahitve, '1998) that enables general trends of economic transformation to penetrate European
economies; it is also a process of its own, which results in the creation of specific institutions
and rules. And interestingly, the problem of organisational adaptation in an integrating Europe

casts doubts on the path chosen towards a closer union.

The European Union is creating a new business environment for firms operating in the
member-states (Nugent and O’Donnell, 1994: 1). It is also developing an original set of
institutions, combining supra-national and inter-governmental dimensions (Nugent, 1994:
430). The scope of European integration is therefore not only about trade liberalisation; it is
about the creation of a unique form of government, which could integrate nation-states in a
common system (Hix, 2000). The Monnet method has followed functionalist theories of
European integration, based on the idea that a ‘spill-over’ will extend the degree of
integration from narrow economic co-operation towards political and social integration
(Monnet, 1976: 537). And the evaluation of the Single Market programme, in particular,

undermines the view that business firms will be an important vector of this integration.

Cecchini, in his analysis of the benefits of the single European market, anticipated “a new and
pervasive competitive climate” which would stimulate businesses to exploit new opportunities
and to use available resources better (1988: 73). Behind the evaluation of the benefits of the
single market is indeed the assumption that European firms would take advantage of the

Single European Market to restructure their operations, and to reach economies of scale and
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scope (Thompson, 1993; Tsoukalis, 1993). In other words, at the core of the single market
project is the idea that firms will adapt to the new European environment produced by the
dismantling of non-trade barriers. The central idea is therefore a ‘Europeanization’ of
business activity: instead of remaining focused on their home market, firms will
internationalise their activities and reach a European scale, either by themselves or through
take-overs or alliances. The European Commission argues that only an internal market on a
truly European scale can combine the advantages of technical efficiency and economic
efficiency (Gibb & Wise, 1993: 109). The idea behind this concept is therefore not only that
firms will adapt, but also that they will move from their national business system to constitute
a European business system. This perspective is even evoked by Whitley:

If, for example, owners, managers, unions, and other organised groups became
structured at a European level, together with the emergence of a European state
that dominated national and regional political systems and established
standardised labour and financial’ systems across Europe, we would expect
nationally distinct business systems to become less significant than the emerging
European form of economic organisation. (1999: 46)

European integration and organisational adaptation are therefore linked together:
organisational adaptation is expected to occur in reaction to European integration, and at the
same time organisational adaptation is expected to foster integration and to create a European
business system. Both processes are believed to be mutually dependent, which makes the
study of organisational adaptation in an integrating Europe all the more interesting, not least
because there are some doubts about the path chosen towards European integration and its

capacity to forge a distinctive European system.

There is indeed a dualism in the process of European integration, between supranational
European law and intergovernmental European policy-making. This can be described as the
contrast between ‘negative’ and ‘positive’ integration: “measures increasing market
integration by eliminating national restraints on trade and distortions of competition, on the
one hand, and common European policies to shape the conditions under which markets
operate, on the other hand” (Scharpf, 1996: 36). In the path chosen towards European
integration, the negative option has dominated so far. The European Court of Justice
successfully enforced non-interference from European Union (EU) member States (Garrett et
al., 1998; O’Neill, 1994), while the principle supporting the single market programme was
mutual recognition and therefore competition among rules (Woolcock, 1994). Moreover,
positive integration was often blocked in the games of intergovernmental policy and often
took the form of guidelines, networking and self regulation (Commission of the European
Communities, 1994: 14; Kohler-Koch, 1996: 371), and directives, which are only binding as

to the result to be achieved (Nugent, 1994: 210). By focusing on organisational adaptation, we
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may be able to offer interesting insights about whether negative integration is sufficient to
build up a European business system. Moreover, as was pointed out by Schmitter (1997), it
may well be that the rising tide of globalisation and interdependency will simply dissolve
Europe by integrating it anonymously into the world economy. Admittedly, these issues are
only in the background of the present research; but they are sufficiently important to justify
our interest in this research question. Our analysis of organisational adaptation will show that
simply opening borders is not a sufficient element to foster integration. The transformation of
the French asset management industry was very much influenced by the European context,
and in particular by European directives. We will show that in this sector, French firms have
adopted practices that are not typical to their national system any more and that they replicate
the international (Anglo-Saxon) patterns. But we will also insist that such changes were
highly debated and that they did result from a positive integration mechanism: the constitution
of a new organisational field. In other words, even if Europeanisation is only in the
background of our study, we will notice that negative integration is not sufficient to forge a
single European business system; a whole series of institutional initiatives is needed to

constitute and structure anything alike. -

1.5. ConcluSion

This chapter had two objectives: first, to expose the general issue addressed by the research:
the analysis of Europeén business systems as they confront societal change; second, to show
the limitations of the theoretical debate around the convergence and divergence theses, and to
illustrate how the study of organisational adaptation could offer a more fruitful approach to
the persistence of national specificities. These two objectives explain the relevance of such an
issue in a European perspective. The thesis will therefore try to answer the following research
question:

How do firms in a given business system adapt to changes in their environment?

In doing so, it will investigate whether firms depart from the patterns of their national
business systems and it will consider if the emergence of a European business system is
foreseeable. Before summarising the argument of the thesis, we will now outline its main
methodological options, which are to a large extent the consequence of this research question

and of our starting point.
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2. Methodological considerations

Now that we have outlined our research QUestion and positioned it in the literature, it is
important to explain the methodology and to justify some of the choices that were made in the
thesis. This means in particular justifying a qualitative and interpretative investigation as well
as the choice of the case study: the French asset management industry over the period 1984-
1999. One of the claims in the present thesis is indeed that some of the shortcomings in the
literature dealing with persisting differences in business systems are the consequences of their
methodological stances. Because we are interested in organisational adaptation as one of the
dynamics that reproduce (or not) the dominant patterns of a given business system, we made a-
number of methodological choices and tried to develop specific conceptual tools. Two
principles guided our investigation: theory as theory in practice, and as grounded theory.
Theory in practice addresses an empirical case with the ambition of building a model, or
theoretical framework, and of developing a coherent grammar of relations between clearly
identified variables and concepts (Bourdieu and Wacquant, 1992: 204). This first guideline
resulted from the observation that our study was confronted with a mass of data that we could
not process without appropriate theoretical tools and concepts. Chapter III is dedicated to
producing the framework we required. The second guideline, grounded theory (Glaser and
Strauss, 1967), is the consequence of our initial remark that the internal dynamics of business
systems have not been sufficiently theorised. At the modest level of a doctoral dissertation,
we aimed to contribute to a better understanding of such dynamics, by generating theory from
our research. The combination of these two guiding principles-and of our research question
led to two methodological options:

- qualitative research based on a longitudinal case study at a meso-level

- analysis based on hypotheses and conducted through a theoretical framework and through

the construction of ideal-types

In the following pages, we will briefly justify these options. In the next chapter, we will focus
on case study design and explain why we selected French asset management over the period
1984-1999 as a critical case study for our research problem, how firms in a given business

system adapt to changes in their environment.

2.1. Methodological options

Given our research question and our position towards the literature, it soon appeared that we
had several methodological constraints. First of all, we were interested in a dynamic process,

organisational adaptation. This led us to opt in favour of qualitative research, using one
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longitudinal case study. Then, given the nature of the evidence required, we chose to conduct
the investigation on the basis of hypotheses about the case, and to use a theoretical framework

as well as ideal-types to analyse our findings.

Qualitative research appeared a natural consequence from our focus of attention. Quantitative
research tends to deal less well than qualitative research with the process aspects of
organisational reality (Bryman, 1989: 140). It is rarely possible to understand organisational
change in quantitative studies, as we see in the investigations of the Aston Studies (Pugh and
Payne, 1977). Such quantitative analysis may have succeeded in showing stable relationships
between such variables as size and dimension of organisation structure, but they fail to tell us
much about the dynamics of organisations. Survey methodology, it appears, makes it harder
to find out what processes lie behind the correlations it may reveal (Hartley, 1994: 212). A
qualitative approach is more likely to reveal changes and transformations, because it pays
more attention to the context and to external aspects, and is therefore more appropriate to a
research focusing on the relationships between the organisation and its environment. It is also
a good way to analyse the subjects’ own understanding of the situation and to look at their
reactions without a limited number of explanations. In other words, a qualitative approach
was more appropriate to the purpose of this research project. More precisely we opted for a

case study method.

Case studies have been widely used in studies of organisational behaviour, especially in
understanding organisational innovation and change, as shaped by both internal forces and the
external environment. Classic analyses include Selznik’s study of the Tennessee Valley
Authority (1946), Gouldner’s study of alternative patterns of organisation (1954), and Burns
and Stalker’s study comparing ‘mechanistic’ and ‘organismic’ forms of organisation (1961).
Case studies have been significant in understanding formal and informal processes in
organisations, as in socio-technical systems research (Trist et al., 1963) or action research.
The strength of case studies lies especially in their capacity to explore how social processes
impact on organisations (Hartley, 1994: 212). They allow for a contextual, longitudinal and
process-based analysis of the various actions and representations inside and around firms.
Moreover, they have a function in generating hypotheses and building theory, which is one of
the objectives of this doctoral thesis, following Glaser and Strauss (1967). For all these
reasons, the case study method was a natural choice for the research project. More precisely,

we opted for a longitudinal case study at the meso level.

A longitudinal historical and process study (Scott, 1995: 80) was the natural consequence of

research focusing on transformation and change: it is not possible to observe change without
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examining different historical moments. Moreover, and given the nature of organisational
adaptation as a process, it was natural that the research should concentrate on processes. The
second methodological option was to focus on the meso-level, by studying the adaptation of a
population of firms within an organisational field, rather than one single organisation at the
micro-level or a whole country at the macro-level. Operating at a meso-level makes it easier
to analyse the relations between firms and their environment, since this level presents a
number of actors and situations. It shows the differences between individual cases' and
highlights common patterns, which is most useful when analysing processes. Moreover this
level of analysis is usually preferred by a number of scholars who focus on the relations
between firms and their environment, such as organisational ecology and institutional theory.
DiMaggio and Powell (1983) insist that:

The appropriate unit of analysis in the study of institutional isomorphism is the
organisational field (Aldrich and Reiss, 1976; Bourdieu, 1973; Turk 1970;
Warren, 1967, Warren et al., 1974). By organisational field, we mean those
organisations in a population that, in the aggregate, are responsible for a definable
area of institutional life. In an organisational field, we would include key
suppliers, resource and product consumers, and regulatory agencies, as well as
other organisations that produce a similar service or product. (10)

For these reasons, our research focused on a popuiation'of firms within an o'rganis'ati'onal
field. More specifically, when tackling the organisational field, it looked at the
. transformations of firms from the point of view of an internal observer, and tried to relate
these to the way actors understood changes in their environment. This follows what: Parsons
defined as the subjective approach to the theoretical treatment of institutions (1990), which
studies them from the point of view of the individual acting in relation to institutions. This
approach constitutes a mid-way between the micro-level of individual actors and the macro-
level of structures of relations or systems of action (Coleman, 1990), which fits particularly
well with our attempt to avoid both under-socialised and over-socialised concepts of man. We
will justify in the next chapter the choice of French asset management over the period 1984-
1999 as our case study. The second methodological option regarded the analysis of the

evidence.

First of all, the analysis was supported by the hypotheses which the various approaches found
in the literature might have led us to expect in such a case. In tackling the problem of a
changing environment, such as European integration, we faced a large number of variables
and elements that are not easy to cope with (Humbert, 1993: 14). Adopting a hermeneutic
approach, and trying to understand the phenomenon under study as it reveals itself, did not
seem feasible in front of such a nebulous object. This would have led to the risk of losing

grasp of the research question and of becoming absorbed in a mass of information, which is
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not always easy to decipher. The chosen method combined the use of generic hypotheses
drawn from the literature about economic change with a theoretical framework that enabled a
careful examination of organisational adaptation processes. In conducting the investigation
and validating the hypotheses, we used a theoretical framework that presented organisational
adaptation within the business system perspective, along sets of variables. Organisation
theories were used as analytical tools, in order to provide a grammar and a codification of
organisational adaptation and to categorise it along precise adaptation processes: change in
the entrepreneurial synthesis, change in the conception of control, learning of new routines,
manipulation of the environment. Chapter III will outline this framework, which was used as
a toolbox, in order to interpret the dynamics observed in reality. The combination of a
theoretical premise and of analytical tools proved useful in conducting a precise study while
not losing focus in the face of such a large phenomenon as European integration. However,

we made another decision regarding the validation of the hypotheses: to use ideal-types.

The thesis followed Weber’s methodological stance that knowledge of the empirical world is
not possible without concepts, and that it is necessary to build unified analytical constructs
and ideal-types and to use them as a means for the analysis of historically unique .
configurations (Weber, 1949: 91). In the following chapters, we will compare the French asset
management industry at the end of 1998 with the ideal-type corresponding to the situation in
the mid-1980s, and explain the changes observed by reference to the ideal-type corresponding
to the situation in Anglo-Saxon countries. Weber defines the ideal-type as a “conceptual
pattern which brings together certain relationships and events of historical life into a complex
which is conceived as an internally consistent system” (Weber, 1949: 90). Such types are not
meant to be a comprehensive representation of reality; they rather represent a construct that
elucidates and categorises reality. We decided to use such types to conduct our analysis rather
than opting for a strictly comparative methodology. There are admittedly some comparative'
dimensions in the study: as will be illustrated in the next chapter, some theories predicted that
European integration and Anglo-Saxon leadership in the asset management business would
drive French firms to adopt Anglo-Saxon practices. To grasp this comparative dimension, we
could also have studied organisational adaptation within the British asset management
industry, and compared results with the French case. This method, called comparative
historical analysis, is advocated by Skocpol (1979) and Djelic (1998) because it combines

detailed analysis and systematic comparison, and allows the tracking of regularities and

! Here we may remember Durkheim’s methodological rule that sociology is fundamentally comparative

(1937: 137).
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similarities in the historical processes. Two reasons underpin our choice not to adopt such a

method.

First of all, the size limit of a thesis would not have permitted two in-depth case studies: it did
not seem likely that we could have revealed all the subtleties of historical developments if two
countries or more had had to be tackled. In order to reach empirically valid conclusions,
however, it was important to have sufficient precision in the observation and a sufficient
number of companies to study. A comparative historical analysis would have incurred the risk
of providing only general and unsubstantial evidence, and our basic aim of offering a precise
account of the adaptation processes would not have been achieved. Secondly, this
comparative historical method would have conflicted with our guiding principle of theory as
theory in practice. It would not have been possible to develop any coherent theoretical
framework, because international comparisons—as explained by societal analysis—require
placing objects in their context (and not within desocialised variables) and comparing the
incomparable (Maurice, 1989). Because they are historically and socially contingent,
processes are not easy to translate. There was the distinct risk of comparing a British apple
with a French pear while calling them identical in the theoretical framework:. comparative .
historical method may lead to using concepts of such generality that they are merely empty, or
to over-interpreting reality in ready-made categories that are not empirically grounded. Ideal- -
types, on the contrary, were regarded as most appropriate for the research problem, which was
to measure whether and how firms would depart from the dominant patterns of behaviour in
their surrounding business system. The purpose of ideal-types, in Weber’s. sociology, is
precisely to analyse and identify deviations in the empirical world, in comparison with such
types (Weber, 1978: 21). Moreover, the business system approach implicitly aims at
producing ideal-types to categorise national economies; it is therefore particularly compatible
with a methodology based on these’. Secondly, ideal-types appeared to be congruent with a
research focusing on dynamic processes. They help interpret and understand social action, and
in particular historical shifts, by showing sequences of purposive decisions (Weber, 1949:
101). The combination of hypotheses, a theoretical framework and ideal-types made it
possible to draw a precise analysis of the case study, the French asset management industry
over the period 1984-1999. In the next chapter, we will justify more precisely the choice of

this case, as critical for our research question.

? Here we may identify one specific difference in orientation between the business system approach and

societal analysis.
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2.2. Data collection

The central empirical evidence and data collection related to the case study: the French asset
management industry. The objective was to cover as many companies as possible, in order to
have a good understanding of the whole population of firms. At the same time, the number of
firms covered had to remain manageable, given' that the investigation was actor-based and
required direct contact with people in and around asset management companies. For that
reason, the research material was to a large extent obtained through semi-directive interviews
with managers and professionals in the industry. As far as possible the interviews were
recorded and they lasted from 40 to 110 minutes with an average duration of a little less than
an hour, and they were typed in a word processor before béing analysed. Some of them were
conducted by telephone. Questions were adapted to the interviewee, and were also related to
the theoretical framework about organisational adaptation processes. It was possible to
interview some 70 professionals, mainly in Paris but also in London, Brussels and
Luxembourg. The object of the investigation was to gather evidence about transformation
processes at the level of the field and at the level of individual companies. Consequently,
various categories of actors were interviewed in areas related to asset management, notably
professional associations, professional and consulting firms, financial authorities and other
financial experts. In order to obtain different points of view regarding organisational
adaptation processes within individual firms, an attempt was made to interview different
categories of employees, with about 40 direct contacts. For each company at least one
executive was interviewed, complemented when possible by soméone working in the human
resource department and someone in charge of the controlling area. Most of the time, it was
also possible to draw upon direct company information and/or internal documents. For
reasons that will be explained later, the population of the asset management companies was
divided in three groups, with the objective of obtaining a good representation of the whole
industry:

- six companies related to retail banking groups (category 1):

- five companies related to insurance groups, including the Caisse des Depots (category 2)

- five independent companies (category 3)

These companies were all of French origin, although some had been bought by foreign
players in the very recent past. Together these sixteen companies represented 71% of the
;narket, on the basis of the assets they managed at the end of 1998, as shown in the following
table. To complement direct contacts and increase the total coverage of the industry,
supplementary material was drawn from internship reports, market studies, professional

magazines, Internet websites and a database provided by the financial media L’Agefi. A
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directory bought from the French professional association AFG-Asffi (1999b) was also used;
it contained information on all French-registered portfolio management companies at the end
of 1998. Altogether, this material was rather comprehensive, and it allows us to draw
conclusions for the whole industry by providing a satisfactory representation of the population
of companies.

Table 1: companies analysed through direct contacts; corresponding market shares in 1998

Name Cate- Associated Assets under | Market
gory financial group management | share
(FF Billions) %
Indocam 1 |Credit Agricole-indosuez 846 10%
SGAM 1 [SGAM 829 10%
CLAM 1 |Credit Lyonnais 638 8%
BNP Gestion 1 |BNP 575 7%
Paribas Asset Management 1 |Paribas 350 4%
CCF Asset Management Group 1 [CCF 332 4%
CDC AME 2 |CNP, Poste, Ecureuil 1025 12%
AXA IM 2 |AXA 580 7%
AGF AM 2 |AGF 324 4%
Finama 2 |GAN-Groupama 270 3%
Victoire AM 2 | Victoire 210 2%
ODDO AM 3 - 31 0%
JLazard Freres Gestion 3 - o .22 1. 0%
Cyril Gestion 3 - 10 0%
Financiere Atlas 3 - 3 0%
Sogip 3 - 1 0%
TOTAL sample 6046 71%
[Total market 8500 100%

Sources: AFG-Asfji (1999b), company reports and author’s estimations

The interviews were semi-directive: they mixed open and closed questions and were tailored
to the position of the interviewees. Typically, they would start with an open question, “From
your position, which are the major changes in your industry/firm?” and would then proceed
with more targeted questions, related to the analytical framework. The objective was to record
the personal understanding and opinions of various actors about changes in the French asset
management industry, and/or within their firms, as well as to interpret and identify adaptation
processes. Most interviews were conducted in French, some in English. During the analysis,

the interesting quotes had to be translated into English, in order to be incorporated in the text.

2.3. Analysis

Interviews played a key part in the data gathering. The analysis was based on the transcripts
from the interviews recorded. It started with a coding of the various themes in the interviews,
regardless of the underlying research questions. The different themes were then classified and

ordered following the relationship between them. The resulting list was then compared with
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the research questions and re-ordered so that the themes would fit the theoretical framework.
Finally, some patterns were deduced from this comparison and some conclusions were drawn
about the interviews. Obviously, the rest of the research material was used in this process to
document and back up the analysis of the interviews and to provide further evidence for the

identified patterns.

Now that we have clarified our methodology, it is possible to outline briefly the general

argument of the thesis before tackling, in the next chapter, case study design.

3. Thesis argument and chapter plan

The thesis will proceed in five stages and eight chapters:

1. problematisation and methodology (chapter I)

2. case study design: selection and hypotheses (chapter II) and theoretical framework
(chapter III)
empirical investigation (chapters IV and V)

4. analysis of the adaptation processes (chapters VI and VII)

5. | conélusioﬁs (cﬁapter VI‘II)A | | | |

Two contributions will be made to the analysis of European business systems. The first one is
of a methodological nature and regards the development of analytical tools to tackle dynamic
processes of adaptation within the business system framework. We will show how a specific
definition of the firm using three layers (entrepreneurial synthesis, conception of control and
organisational routines) enables us to relate the firm coherently to its institutional
environment. Applying the framework, chapter IV will show that the French model of the
mid-1980s corresponds to integrated structures, with fund managers at the core of the
business, with human resource management and industrial relations based on collective
agreement and on internal mobility, and with customer relationships founded on personal
contacts. The Anglo-Saxon model, in contrast, displays an autonomous industry, with an
organisation based on an investment process where fund managers have to comply with
company rules and monitoring, where human resource management is based on the external
labour market and the personnel has a higher and performance-related pay, and where

customer relationships are founded on careful selection and professional scrutiny.

The second and core argument of the thesis, which will result from a careful examination of
the case study, is that existing frameworks fail to understand the dynamics of national

business systems, because they do not pay sufficient attention to the constitution of new
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organisational fields in sectors and across borders. We will show that it was possible for firms
in the French asset management industry to adopt patterns of organisation and behaviour that
differed substantially from their national business system, and that such a development cannot
be explained without referring to the emergence of a new organisational field operating with
different rules. In chapter 1I, we will show that French asset management is a critical case
because on the one hand it faced radical change and European integration, and on the other it
was intrinsically linked to national institutional configurations. Given the domination of
Anglo-Saxon players, the peculiarities of the business, and the nature of the changes within it,
existing theories about adaptation will lead to four hypotheses:

1. French firms adopt the dominant patterns of the Anglo-Saxon asset management industry
the patterns of the French model remain unaltered

a hybrid situation

> W

France’s asset management is moved to an Anglo-Saxon business system, such as London

While the business system perspective would have suggested the persistence of differences
between French asset management and Anglo-Saxon patterns, we will show in chapter V that
the situation of the French industry in 1999 was very similar to the Anglo-Saxon model of
asset management. Chapter V will also identify two puzzling elements: first, a portion of
small French companies that focus on private clients have kept the French model of the mid-
1980s; and second, change did not occur when market pressures were released: it occurred
only later, with a series of developments at the regulatory and professional level. The case
study will therefore show that none of the theoretical hypotheses can characterise the
transformation of this industry. They miss a key element, the importance of the emergence
and constitution of a new organisational field, where new rules can apply which may differ
from the rules in the over-arching business system. Chapter VI and VII will examine in detail
how asset management was constituted as a new organisational field, and how one particular
coalition of elite asset managers was able to gain government support in 1996 and enable the
asset management business to achieve autonomy from banking. The subsequent processes of
structuration of the new organisational field will then be analysed, and in particular the role of
institutional agents and calculation tools. The conclusion in chapter VIII will allow us to draw

up a possible research agenda.
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CHAPTER II. CASE STUDY DESIGN

AND HYPOTHESES

In the previous chapter, we outlined the general problem, the argument of the thesis and the
methodology. This chapter tackles the design of the case study as a critical case and defines
four competing hypotheses about the case: how, looking at the changes in their business
environment, would we expect French asset management companies to have adapted?
Consequently, we give here an overview of the asset management business and of the generic
changes in the French environment; and we look at the main theories about adaptation, to
recognise three generic approaches, which emphasise different adaptation drivers and
processes. We then examine in more detail the properties of the French asset management
industry, using secondary literature and newspaper articles as well as some interviews,
conducted mainly outside France, with investment professionals and. members. of the.
European Commission. The examination of the case will show, however, that the
convergence/divergence debate re-surfaces when organisational adaptation in the French asset
management industry is addressed. The nature of the changes in their environment and the
Anglo-Saxon supremacy in the business suggest that the adaptation of French firms may
indeed mean only adopting the practices of American and British players. This leads to four

possible hypotheses about the expected adaptation of the industry.

1. The generic perspectives about organisational adaptation

In our attempt to establish theoretical hypotheses about the case study, it seems natural to start
with the various theoretical accounts of organisational adaptation. However, organisation
theory is /a( very heterogeneous in the different approaches it displays, probably because
organisations are incredibly complex and offer a wide range of levels of analysis.” Despite
this variety, one can identify three families of theories, each of which has a particular

understanding of organisational adaptation. The objective here is not to undertake a critical

* For instance, Stogdill identified eighteen different premises and orientations in theories of
organisation (quoted by Champion, 1975: 26) while Reed reviewed ten theory groups and research

programmes about organisations (Reed, 1992).
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review of these theories, but simply to present their generic perspectives and identify what

they may tell us about our research question.

1.1. Three families of theory

In the literature, one can identify three families of theory about organisational adaptation. One
fundamental difference can be noticed. The first and most widespread approach, elaborated in
economics and managerial literature, regards adaptation as the capacity to fit with an
environment, whereas the other two approaches, the evolutionary and sociological
perspectives, consider it as a capacity of the environment. Here again therefore we find the
usual debate within organisation theory between purposive-action and environmentalist
approaches, each of which provides a framework for the analysis of organisations (Child and
Kieser, 1981: 29). When we consider briefly the three perspectives, we will notice that they

each insist on different drivers of adaptation.

The first family of theories regards adaptation as a problem-solving operation, where the
optimal organisational form is elaborated to best fit with the constraints and opportunities in
the environment and to achieve the highest degree of efficiency. This is probably the most
widespread concept of adaptation, to be found in textbook economics as well as in most of the
management literature. It considers that the economic agents in the firm have the capacity to
act upon the organisation or its environment so that the former becomes adapted to the latter.
The neo-classical economic model conceives firms as systems for managing production.
Rational optimisation through price mechanisms makes the firm perfectly adapted to its
environment (Baumol and Blinder, 1991: 541; Begg, Fischer and Dornbusch, 1997: 91). The
transaction-cost model is more refined because it integrates the institutional environment of
firms and issues of governance, by saying that the capitalist firm is the culmination of efforts
to economise on the transaction costs that arise from universal features of the institutional
environment (Coase, 1937; Williamson, 1975, 1985). But the same idea applies: the efficient
organisational form will result from the evaluation of transaction costs and their minimisation
by rational actors, given the constraints in their institutional environment. In other words,
within these perspectives economic agency will lead to efficient adaptation under competitive

pressures. The same idea can be found in the management literature.

Scientific management, in the tradition of Taylor (1911), considers adaptation as a technical
problem, where the organisation is designed and adjusted in the best possible way to respond
to the demands of customers. Contingency and strategic choice theories recognise that the

organisations that more closely fit or match the requirements of their environment will be
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more effective than those that do not (Burns and Stalker, 1961; Child, 1972; Emery and Trist,
1965; Lawrence and Lorsch, 1967). Consequently, a reduced performance will trigger
managers and their advisors in the field of Organisation Development and Change
Management to analyse their environment and implement new strategies and new policies that
fit better with the environment (Donaldson, 1987: 2; Galbraith, 1973: 2; Miles and Snow,
1978: 21). Adaptation is therefore a positive response to a performance problem: the firm
needs to engage in a continuous search for ways to maintain and adapt the capabilities that are
the basis of its competitive advantage. This may also lead firms to try to alter their constraints,
as claimed by the resource-dependence perspective (Pfeffer and Salancik, 1979), through
mergers, alliances, political lobbying etc. Some scholars even consider the capacity of firms
to choose the business system where they want to operate, in order to benefit from a societal
fit. For a series of reasons, some national economies or regional districts provide the firms in
their area with a competitive advantage in certain businesses (Porter, 1990: 74; Sorge, 1991;
Soskice, 1991). They would then adapt their environment to their business by choosing the
right location and possibly moving to a suitable one. In all cases, in the economic or

managerial approaches, the driving mechanism for adaptation appears therefore to be

‘voluntary efforts to optimise economic efficiency. There is however another perspective to be

found in the literature, which tend to focus more on environmental pressures than on the

purposive-action of firms.

The second theoretical stance towards adaptation relates to evolutionary perspectives. A
number of theories consider adaptation not as a rational agency of economic actors or
managers, but rather as the ex-post indication of a successful adaptation. This idea is the most
closely related to the principle of social Darwinism, where the forces of competition and
selection will lead to a survival of the fittest (Spencer, 1996). Only those firms that are
adapted to their environment will survive, while the others will go bankrupt or voluntarily go
out of business (Aldrich, 1979; Campbell, 1965; Carroll, 1984; Hannan and Freeman, 1977).
Within this perspective, adaptation is a rather blind prospect, since it is only after some have
won and some lost that the appropriate organisational form can be recognised. Given this,
such a perspective is not very useful for the present research. Moreover, different authors
have privileged different drivers to explain change and adaptation. The most general view,
found in the population ecology school within management, defines selection as a market-
and competition-based mechanism. Schumpeter and his followers focus mainly on
technological innovation; this is also the perspective of economic growth theories (Galbraith,
1971; Kuznets, 1966). But other authors have also mentioned cognitive elements, such as the
production of new routines as in evolutionary economics (Nelson and Winter, 1982), or

organisational learning (Dosi and Malerba, 1998; Levitt and March, 1988). Interestingly,
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some authors also integrate the constraining role of institutions in the selection process
(Hannan and Carroll, 1992; Dobin, 1994), an element which offers a bridge to the third
perspective on adaptation. The second driving mechanism for adaptation appears therefore to
be evolutionary upgrading, through selection and through the diffusion and institutionalisation

of new technology and knowledge.

The third theoretical consideration about economic change relates to political and institutional
arguments that change and adaptation are imposed by the firm’s environment. This is for
instance the argument of Marxist writers when they claim that the capitalist class and its
managerial allies imposes on the workers particular organisational structures, which are not
market-efficient but rather aimed at maximising control and profits (Braverman, 1974;
Burawoy, 1982). Without referring to class struggle, a similar concept could be that the actors
having more economic resources, like trans-national corporations (Korten 1995), or more
political power, like gender groups (Acker, 1990), large states, lobby groups, or professions
(Burawoy, 1985; Sabel, 1982), may impose new rules on organisations. A not so distant
version can be found in the neo-institutionalism in organisational analysis, where it is argued
that organisations strive to maintain legitimacy by conforming to institutionalized beliefs
about how they ought rationally to be constructed (Meyer and Rowan, 1977; Meyer and
Zucker, 1989). Power is replaced by or rather included in considerations of legitimacy, and
therefore the analysis is more complex, because not only politics but also various cognitive
elements and institutional dimensions can be taken into account, following Berger and
Luckmann (1967). Ultimately, the idea is that social and institutional conditions will define
the rational organisational structure and -literally make the organisation adapted. This may
occur through various mechanisms and confrontations before a solution is reached that is then
institutionalised and diffused to the whole organisational field. Powell and DiMaggio (1983)
identify three means by which a common organisation structure becomes generalised:
coercive, mimetic and normative isomorphism. Here again, the core theoretical argument is
that the driving mechanism for adaptation is the pressure to conform to the dominant and

legitimate social dogma.

This short overview is only a brief, and admittedly superficial, review of the prominent
approaches towards adaptation®. But it should already have given a clear picture of the
confrontation between several theoretical perspectives. In particular, we showed that
competition, innovation and institutional constraints had been identified respectively as the

main drivers of adaptation. One element, however, is worth mentioning, since it relates the

4 A closer examination of the actual processes of adaptation will be presented in the next chapter.

N

38



present concern to the starting point of the thesis. It appears that these perspectives about
adaptation can be related to the convergence/divergence debate. Such a remark is important at
this stage of the thesis, in order to avoid confusion about the object of the research, and to
stress it focuses on adaptation: as we will see in the following pages, the Anglo-Saxon

supremacy slightly mixes the two angles.

1.2. Adaptation and the convergence/divergence debate

Not surprisingly, there are some parallels between our research question and the three
perspectives on adaptation we have identified. In particular, our starting point in the thesis
goes together with the perspective that diversities will remain between national states, and not
converge. This corresponds to the theory expressed for instance by Whitley (1999: 3), that
“societies with different institutional arrangements will continue to develop and reproduce
varied systems of economic organization with different economic and social capabilities in
particular  industries and sectors”. Adaptation is therefore linked to the

convergence/divergence debate.

Adépﬁatibn in m.ost. of the th.eor.ies. we mentioned will lead to convergence: convergence
towards the most efficient organisational form, the one best way, because of competitive
pressure and selection; or convergence towards the most legitimate one, the one that the most
powerful agents will impose. But some theories about adaptation also recognise the
importance of national institutional constraints. The sociological and political understanding
of adaptation, that it is driven by the social environment, opens the possibility of persisting
differences between nation-states, provided the dominant institutions exert different pressures.
Selection may be influenced by institutional elements, which would discourage firms in
different environments from adapting in the same way. Parallel adaptation and transition in
which countries evolve along diverse trajectories would leave them distinct (Zysman, 1995a:
442).

Moreover, contingency theory, despite its insistence on efficiency as a driver of adaptation, is
opposed to the idea of a one best way (Galbraith, 1973: 2). Combined with the notion that
national economies display specific institutional properties, contingency theory leads in fact
to a divergence theory. Because some societies, given their institutional configurations, favour
particular types of activities, it would be more efficient for companies to try to locate their
activities in these societies (Porter, 1990: 19; Sorge, 1991). This creates increased

international specialisation and hence divergence.

39



All these elements show that organisational adaptation and the problem of persisting
differences among national business systems are related. It also shows that the same drivers of
adaptation may lead to different expectations in terms of convergence, depending upon the
institutional properties of the environment. In other words, in order to design the case study,
and to make the best use of the theories we mentioned, it is necessary to look at several
dimensions: competition, innovation and institutional constraints, and to choose an industry
accordingly. It is now possible to explain why we selected the French asset management

industry 1984-1999 as a critical case.

2. The choice of the case study

The present research .is based on one case study: the French asset management industry over
the period 1984-1999. Here we show how both theoretical considerations and pragmatic
elements regarding access and familiarity with the field were taken into account in the attempt
to design a critical case. First it may be useful to recall the purpose of the case study. Our
theoretical concerns regard European business systems and how -they deal with societal
change, through the analysis of organisational adaptation. We therefore want to test whether
firms, in a context of European integration, depart from the dominant practices of their
surrounding business system. Because we start from a clear theoretical proposition a research
design based on a single-case study is appropriate, provided it represents a critical case (Yin,

1994: 38). We will show the steps that lead to the selection of the case.

2.1. Designing a critical case

To find that critical case, we proceeded iteratively, and tried to combine theoretical
considerations with pragmatic feasibility. We started from Roche’s advice to begin by
examining theoretical concerns and to move from there to elaborating a case selection (1997:
102). In the last paragraph we identified market competition, innovation, and institutional
constraints as factors driving organisational adaptation. Qur research question focuses on the
problem of internationalisation. Consequently, and given the tensions between the three
families of theories and their links with the convergence/divergence debate, we should design
our case study along two dimensions:
- the degree of internationalisation, innovation and competition in the European business
environment, which is expected to stimulate firms to adapt by departing from the

dominant patterns of their national business system
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the degree of interdependency of firms with their national business system, which is
expected to prevent them from departing from the dominant patterns
In other words, if we want to have a critical case that addresses our research question, we
should find one industry in the upper right comer of the following matrix, high on both

dimensions:

Degrecof high
inemdtionalist
-ion, innovation
andcopetition

erMronrert N w

low high

Degree of interdependency offirms
with the national business system

If we start with the first dimension, we need to find a sector where organisational adaptation
is expected, where it is related to internationalisation, where competition and innovation have
increased, hence where borders have opened. Because of the single European market, there
are several possible sectors: for instance telecommunications and new technologies,
publishing and media, chemicals or financial services. At this stage, financial services already
appeared a valid candidate. It is probably the sector where European integration is the most
advanced, with free movement of capital achieved inside the European Union (Commission
of the European Communities, 1997) and a single European currency. Also, in continental
Europe, it represents a critical example for the study of organisational adaptation, given the
scope and the speed of transformation. In Latin countries, and to a lesser extent in Germany
and Northern Europe, financial services moved within twenty years from a state-controlled
industry with no freedom of movement and heavy national regulation to a fast-moving fast-
changing business operating on an international basis and deregulated. France seemed one of
the best countries in which to investigate the impact of such elements, because it is probably
the country in Europe that changed most, with a strong development of financial markets as
opposed to credit-banking. And as France is the ideal-type of a state-centred economy, the
nature of the changes in the European environment (deregulation, retreat of the state and
internationalisation) represent a direct attack on its institutional foundations. Moreover,

having myself studied finance in a French business school and worked in a French insurance
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company, | had some knowledge of French asset management and | knew it had experienced

accelerated change over recent years.

But the final selection resulted mostly from the conclusion that French asset management was
undoubtedly one of the best case studies available for the research question, given its
remarkable interdependency with the national business system. If we follow Whitley (1999:
48) there are four key institutional features structuring business systems:

1. the state

2. financial system

3. skill development and control system

4. trust and authority relations

Given French asset management's clear interdependency with each of these dimensions and a
high degree of change in its environment, we will show in the following pages that it

represents a critical case for our research question.

2.2, Asset management: definition

| Itis nof easy td pfesént a é]eér bicture of the iass‘et management business. In fact, as we will
see later, the very existence of asset management and the recognition of its specificity as
opposed to other financial services were critical issues in the story of its transformation in
France. It is possible, however, to provide a relatively simple definition of this business,

especially in a European perspective.

Historically, the first asset managers were in charge of mahaging the wealth of rich families
and kingdoms. For instance, Colbert, the famous French statesman who developed principles
known as mercantilism, was a sort of asset manager. He was first hired, in 1651, by Cardinal
Jules Mazarin, chief minister of King Louis XIV, to handle his personal finances. After the
French revolution and the recognition of private property as a fundamental of society in
Napoleon’s Code Civil, asset management in its modern understanding began to develop, as
some Jewish or Protestant banks, such as Rothschild, Mallet, Worms and Hottinguer, set up
their investment banking activities, especially wealth management, in Paris around 1812
(Bergeron, 1991: 36). Initially a service supplied only to the richest of France’s families and
entrepreneurs, asset management was progressively extended, in particular after World War
II, to a whole range of clients, thanks to the creation of mutual funds in 1960 and to the
growth of retail banks and their portfolio management services. As a result, Crédit Lyonnais,
one of the largest French banks, managed in 1987 more than 1.1 billion portfolios of

securities and the accounts of more than 34,000 wealthy individuals. However it is important
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to understand that asset management is a complex activity that requires a particular expertise

in terms of monitoring one’s clients’ needs.

European law, as expressed in the legislation leading to the Single market, distinguishes three
generic types of financial services: insurance, credit and services related to bank accounts and
investment services. Asset management is part of investment services, as shown in the
Council Directive 93/22/EEC of 10 May 1993 on investment services in the securities field. It

corresponds to the number 3 in the section A and 6 in section C ofthe Annex of the Directive:

ANNEX Directive 93/22/EEC on investment services in the securities field

SECTION A: Services

3. (a) Reception and transmission, on behalf of investors, of orders in relation to one or more
of the instruments listed in Section B
(b) Execution of such orders other than for own account

4. Dealing in any of the instruments listed in Section B for own account

5. Managing portfolios of investments in accordance with mandates given by investors ona
discriminatory, client-by-client basis where such portfolios include one or more of the
instruments listed in Section B.

6. Underwriting in respect of issues of any of the instruments listed in respect of issues of
any of the instruments listed in Section B and/or the placing of such issues.

SECTION B: Instruments

1. (a) Transferable securities

(b) Units in collective investment undertakings

Money-market instruments

Financial-futures contracts, including equivalent cash-settled instruments
Forward interest-rate agreements (FRAs)

Interest-rate, currency and equity swaps

SN AW

Options to acquire or dispose of any instruments falling within this section of the Annex,
including equivalent cash-settled instruments.

SECTION C: Non-core services

1. Safekeeping and administration in relation to one or more of the instruments listed in
Section B

2. Safe custody services

3. Granting credits or loans to an investor to allow him to carry out a transaction in one or
more of the instruments listed in Section B, where the firm granting the credit or loans is
involved in the transaction

4. Advice to undertakings on capital structure, industrial strategy and related matters and
advice and service relating to mergers and the purchase of undertakings

5. Services related to underwriting

Investment advice concerning one or more of the instruments listed in Section B

7. Foreign-exchange service where these are connected with the provision of investment

.‘”

services

But this legal definition of asset managemenl as one among other financial services remains
rather abstract. The nature of the relationships between the asset manager and his client help

clarify further the nature of this business.
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Any economic agent can potentially use an asset management service, provided it has some
free cash: individuals who have savings, corporations, state agencies or charities with positive
cash flow, or institutions that are intermediaries between savers and users of capital.
Fundamentally, an Asset Manager invests funds on behalf of his clients. “His primary task is
to invest the flow of cash from pension contributions, insurance premiums, and personal
savers in a portfolio of financial assets that will best meet clients’ needs” (British Invisibles,
1997). Asset management companies provide a pure service, which is their expertise in
investing cash properly to best satisfy the wishes of their client. Instead of managing their
funds themselves, individuals and corporations will pay the asset management firm to do it on
their behalf. Admittedly, there is a wide choice of securities. In the case of wealth
management, which is the side of the asset management business dedicated to wealthy
individuals and which almost always include tax advising, some portfolios might be invested
in real estate, fine art, armouries or even diamonds. In some case, funds may be invested in
non-public companies, such as high-tech start-ups or very profitable small businesses. But in
the vast majority of cases, the portfolios are invested in the Stock Exchange, in equities,
-bonds, money markets, options, futures, swaps etc. A large part of the industry is also covered
by mutual funds’, which are called in France Société d’Investissement & Capital Variable
(SICAV) if they are open-ended, and Fond Commun de Placement (FCP) if they are close-
ended. The talent. of asset management professionals is to select determined securities at the
right moment and for the right period, in order to achieve specific objectives in terms of a
combination of return and risk. This requires a particular expertise and it is a difficult
exercise, given the nature of financial markets and their inherent unpredictability. But asset
management presents some other peculiarities, which make it dependent upon national
institutional constraints and -illustrate its interdependency in the French business system, as
we will underline later. For our case design it is first important to recognise the extent of the

changes in the business environment of French investment firms.

2.3. French asset management is critical in terms of change

We explained earlier that the choice of a critical case study for the purpose of our research
question required us to find an industry whose business environment had changed
dramatically, and in particular -to fit with the perspectives on adaptation- where competition

and internationalisation had increased substantially. French asset management appears a very

5 A mutual fund is operated by a portfolio management company that raises money from shareholders

to pool them in the fund and invest the money in a variety of securities.
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valid choice on this dimension: the French financial regulatory framework evolved
considerably during the 1980s. It went from a statist system where financial markets were
heavily controlled by the government to an open and liberalised one, with little state
involvement and a single European currency. France’s decision to come into line with
European economic integration led it to foster a new financial system, a new business
environment for asset management activities. The following pages aim at presenting this

process of change, which also represents the general context of the case study.

2.3.1. France’s statist financial system
Everywhere in the world the financial system comes under close government scrutiny:
prudential ratios and regulatory control aim at preventing systemic risks in a sector vital to the
whole economy (Harris, 1997; Loriaux, 1997).. In France, the state had built a particularly
strong constraint on the banking system, and used it as an instrument of its economic,
industrial and even external policy (Dressen and Roux-Rossi, 1996: 21). In fact, until the mid-
1980s, France had one of the most regulated financial systems in the industrialised world,
with a high degree of government involvement in almost every aspect of the financial markets
- (Swary and Topf, 1992: 99). In the late 1970s, credits represented two-thirds of the financing
of the French economy and more than 80% of banks’ assets. In such a context, stock
exchanges played a marginal role, as opposed to the situation in Anglo-Saxon countries: for
instance, in 1988, stock market capitalisation was equivalent to barely 24% of France’s GDP

against 85% in Britain.

The first aspect of this state involvement was that in 1984 the state actually owned most large
banks and insurance companies: state-owned banks controlled 87% of deposits and provided
76% of credits in 1984 (Plihon, 1998: 32). Apart from this institutional presence, the state
used an array of controls on interest rates and capital flows, and had a strong control of stock
exchange operations. France’s capital market was dominated by government debt; price
movements were controlled and commissions were fixed. Until 1988 ‘agents de change’ (the
French equivalent of stockbrokers) had the monopoly of transactions on the stock exchange.
Interestingly, they were not profit-driven financiers, but ministry officials (and hence public
servants) nominated by the Finance Ministry. In addition to a series of rules and controls, the
number of agents de change was fixed by the ministry of finance and was a numerus clausus,’
which means a restricted profession. Such an environment was not likely to give many
investment possibilities to portfolio managers, whose activity was also tightly controlled.

Secondly, the regulation of the asset management business was very state-centred. Legislation

® For a long period the number of these stockbrokers was limited to 60.
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distinguished between collective and individualised asset management. The first dimension of
asset management regulation regarded individualised portfolio management. The 21
December 1972 law governed the activity of ‘remisiers’ and portfolio managers, who had the
right to manage portfolios of securities for their clients. These professionals had to have a
card, the auxiliary to the stock exchange profession card, which was issued by the
stockbrokers’ (agents de change) union. These individuals, together with financial institutions
such as banks and insurance companies could take mandates from their clients, often wealthy
individuals, to manage their portfolios. The other segment of the business, collective asset
management, was achieved through setting up mutual funds. Investment companies were
created in the early 1960s, for the purpose of investing into portfolios of securities: FCP,
which are closed-end funds,” and SICAV, which are open-ended funds.® However, the rules
governing asset management were restrictive and yet again characterised by state control. The
creation of a new SICAV had to obtain the agreement of the Finance minister, after the
_‘Conimiséion des Opérations de Bourse’ (COB), the regulatory authority of the French stock .
| exchange, had issued an opinion. There was a legal limit on the size of mutual funds, and the
Treasury director had the right to limit the capital issue of open-ended funds, on an individual
basis. The capital structure of mutual funds was also controlled by the state. For instance, they .
could not hold more than 20% in cash, they were restricted in their investment in futures and
options and they were banned from swap operations. All these aspects of French asset
management explain why a report by OECD in 1987 could say “market mechanisms played a
fairly minor role in the way the financing of the French economy functioned” (quoted by

Swary and Topf, 1992: 100).

2.3.2 The choice of Europe: from state to market

In 1984 however a new banking act brought in substantial modernisation. French policy under
Mitterrand in 1982-83 had taken a dogmatic approach with nationalisation, increases in wages
and social benefits, and state aid which however led to falling reserves, a rising trade deficit

and inflation. The decision made in March 1983 to leave the franc in the Exchange Rate

7 “Type of fund that has a fixed number of shares usually listed on a major stock exchange. Unlike
open-end mutual funds, closed-end funds do not stand ready to issue and redeem shares on a
continuous basis. They tend to have specialized portfolios of stocks, bonds, convertibles, or
combinations thereof.” (Downes and Goodman, 1998)

8 SICAV:s are registered companies and they sell mutual funds to the public; they can issue new shares
on demand. Mutual funds shareholders buy the shares at net asset value and can redeem them at any

time at the market price. The funds are invested in stocks, bonds, or money market instruments.
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Mechanism (ERM) meant a period of necessary austerity, a re-alignment of monetary policy
towards stability and a close link to the Deutschmark. Mitterrand’s economic U-turn was
indeed, as he explained it later in his Lettre a tous les Francais,9 the choice of Europe. It
ultimately provided the thrust for the completion of the European single market and the
creation of the single currency (Moss, 1998: 58). Choosing to integrate France into Europe
resulted in the economy transforming itself from a statist one to a market-driven one
(Schmidt, 1996). This also meant major changes in the business environment of asset
management companies. The transformations in the environment of the asset management
business over the period 1984-1999 are characterised by three of the properties we are looking
for in a critical case: deregulation, innovation and internationalisation, and the strong
influence of European integration.

From 1984 to 1988, in a very brief period called “le petit bang”, the Paris stock exchange had
its revolution and in 1989 it was the second most open financial market in Europe. Ten years
later, on the first of January 1999, France embraced the single European currency, which was
another step towards European integration. The 1984 banking act was the starting point of a
deregulation process in France. It set up a single regulatory framework for every credit.
institution and relaxed a number of state controls. Credit control and savings control was
abolished. Soon after, and progressively, in 1984, 1986 and 1989, foreign-exchange controls
were also relaxed. The market in government bonds was re-organised in 1985 and in the same
year, the French-franc Eurobond market, which had closed in 1981, was re-opened. This
meant new opportunities in terms of investment. The transpositions, in 1988, of the European
directives of 20 December 1985 on European UCITS (Undertakings for Collective Investment
in Transferable Securities) and, in 1996, of the 1993 directive on Investment Services
provided new and more liberal rules. Deregulation meant that the government was deprived of
direct control of investment companies, the supervision of which was given entirely to the
stock exchange authority, the COB. Brokers’ fixed commissions were abolished (Dixon,
1991: 9).

Moreover, the agents de change, who had the monopoly of transactions on the stock
exchange, were dismantled in 1988. These individuals were replaced by the stock exchange
companies, which were given the trading monopoly on the stock exchange. The 2 August

1989 law completed these changes, modified certain investment rules and modified the

? Letter written by the French president in all major newspapers on the eve of his re-election campaign.
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professional landscape of asset management. It abolished the profession of ‘remisier’’’ and
created a unique framework for portfolio management: only registered companies could
manage portfolios and they had to be agreed by the COB, the stock exchange authority.
Specific portfolio management companies could be created, with a minimum capital
equivalent to FF 500,000, or 0.5% of assets under management (Storck, 1990). However,
stock exchange companies and banks were still allowed to manage portfolios, under the
banking or investment services regulations. The 1989 law also created a disciplinary council
for mutual funds. Made up of two government officials, a COB representative and seven
professionals, this council was given the tasks of ensuring that investment companies
maintained professional standards, and of protecting their shareholders. This supervision was
to be achieved through stricter agreement procedures rather than by state control (Boeglin,
1989). This was complemented by a code of ethics for mutual funds, which was inspired by a

working group of investment professionals and then published, in 1988, by the COB.

All these elements show that the environment of French asset management companies went
from a statist regulation system to a liberal one with some professional self-regulation. This
was further amplified by the Modernisation of Financial Activities Law of 1996, which was
the transposition of the European 1993 directive on Investment Services. This law clarified
the scope of investment. services as well as their regulatory supervision. It provided an
integrated framework for asset management, by covering collective investment as well as
mandates; it also reinforced the importance of agreement procedures and rules of conduct, and
specified the competencies of the regulatory authorities. Interestingly, the law went further
than the European directive in clearly identifying asset management as a specific business
distinct from banking. We will show later that some events surrounding this development had
a critical importance in radically transforming the industry. In addition to deregulation, the
evolution in the environment of French asset management industry was characterised by

innovations in the financial market, the playing field of investment managers.

2.3.3. Innovation
Over the 1980s, a process of innovation was initiated that substantially increased the volume
of direct financing through the financial market. The 1981 decision to dematerialise securities

came into force in November 1984: ‘paper’ securities were replaced by a paperless securities

' The remisier were intermediate brokers who had their own privileged clients, whom they advised on
their investments. They would get a discount (or remise) off the broker’s commission, in exchange for

bringing their clients’ orders to him. (Pilverdier-Latreyte, 1991: 115)
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circulation system. Shortly before, in 1983, the Second Marché, a second stock exchange for
smaller companies, had opened. New financial instruments were introduced, such as the
Commercial Paper Market in December 1985, Treasury bills and the Financial Futures
Market (MATIF) in 1986, and the Options Market (MONEP) in 1987. In 1986, a continuous
electronic trading system (CAC) was introduced. This was complemented by the
computerisation of the Paris stock exchange in 1989 and 1991, a signal that France was at the
forefront of financial innovation. In 1986, when the right came back to power and Jacques
Chirac became Prime Minister, a number of privatisations —including those of such banking
groups as Indosuez, Paribas and Société Générale- helped double the turnover of the stock
exchange. All these elements resulted in a boom in the asset management business: collective
- investment vehicles reached 1.4 FF trillion in assets in 1988, or 50% of the European market.
This shows that by the middle and late 1980s France had an established asset management
industry, and that the first movements of liberalisation and innovation had their impact early
on. Later we will show that despite this French firms were slow to adapt and only did so,

eventually, after 1996 and through a series of specific agencies.

2.3.4. Internationalisation

Finally, the French business environment of asset management in the period 1984-1999 is
characterised by an increased internationalisation. This resulted primarily from the European
directives we have already mentioned. The UCITS directive of 1985 created a European
passport for mutual funds, which meant that once authorised by a national authority they
could be distributed all over the European Union (EU). The 1993 directive on investment
services, which was transposed in 1996, provided a European passport for these services —and
therefore for portfolio management- throughout the EU, based on the mutual recognition of
agreements authorised by any member State. In line with the single market programme,
capital movements were freed in 1990, which allowed both unrestricted investment abroad
and competition to attract foreign investments. The internationalisation of the asset
management environment culminated with the introduction of the single European currency,
which made it possible to invest on a continental basis: previously many regulatory rules,
especially concerning compliance, had prevented institutional investors from investing in a
foreign currency and therefore in a foreign country. With the euro, these restrictions were
lifted and investing in pan-European portfolios of securities became much easier. In France
the internationalisation process was impressive: foreign investors now own more than 40% of
the Paris stock exchange, as against 11% in 1987 and 23% in 1993 (Baudru and Kedichi,
1998).
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Clearly, the transformation in the environment of French asset management companies has
been huge over the period 1984-1999. But more importantly, this industry has displayed the
properties we were looking for as regards environmental change: increased competition,
innovation and internationalisation. To that extent, it represents a critical case for our research
question, about how firms in a given business system adapt to changes in their environment.
On the second dimension—institutional dependency—we can see that French asset management

is again a critical case.

2.4. Interdependency with the national business system

From Whitley (1999) we noted that four dimensions in particular had a structuring role in
‘business systems: the state, the financial system, the skill development and control system,
and trust and authority relations. This means that we can expect these four dimensions to have
- an impact on adaptation processes, and in particular in constraining firms to retain the
national specificities of the system. French asset management appears critical in its

interdependency with national institutions, and a very valid choice for our study.

2.4.1. The state

It is no surprise that in France state influence was important, since the country is in many
respects the ideal-type of state-centred capitalism. In the case of the asset management
business, this interdependency with the state is particularly acute, as both regulation and the

pension system illustrate.

Regulation deals with questions of licensing and registration, with reviewing prospectuses and
information statements, with monitoring disclosure documents and trade reporting
requirements, and with supervising professional duties and obligations. All these institutional
mechanisms have a strong impact in restricting the freedom of market players and in
constraining their behaviour. In particular, access to the asset management business is
restricted to those companies that successfully pass the test of licensing or accreditation. To
obtain such access applicants need to have their programme of activities approved by the
Stock Exchange Commission, or Commission des Operations de Bourse (COB), which
assesses the resources and competencies of the firm and the integrity of its senior
executives.'' The COB is also in charge of controlling misbehaviour and breaches of

professional duties: it can suspend or withdraw the agreement, impose sanctions and even ban

' We will see later that this procedure was actually instrumental in enforcing organisational change in

1996-1997.
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delinquents from offering portfolio management services (decree 96-880, October 8, 1996:
art.71). The professional duties of asset managers include a number of guarantees regarding
both clients and the business partners of the firm, as well as transparency, quality of service
and fair treatment. Moreover, regulation has an impact on the very possibility of investing.
Some funds may not be authorised for distribution, because they are considered too risky.
There may also be restrictions on the amount of equity, the currencies which may be chosen,
the freedom to use derivatives and exotic financial instruments, and the possibility of
borrowing money to increase the leverage of the fund. Some particular legal frameworks may
also be banned in the structures of the fund." Finally, regulation operates mainly through
national channels. Even if there are international rules, and in particular a common framework
developed by the European institutions, the principle of the European passport gives pre-
~ eminence to the national level. In the European Union, it is the French regulator who has
authority to register and to control all financial players in France. Conversely, firms are very

much related to their country of origin, in terms of constraints and regulation.

Interdependency with the state is also striking in the pension system. Pensions represent a
non-negligible part of a country's GDP: more than 12% in France (Deroy, 1994). They reflect
the degree of advancement of a nation and contribute to social cohesion by providing
sufficient income to a growing segment of the population. However, they are very much
nationally organised. In particular, there are two generic systems of pension funding, both of
which have a substantial impact on the asset management industry. The first is the
contributory pension scheme: active workers pay contributions, which go directly to
pensioners. This is France's present situaﬁon. In this case, the money invested in financial
markets is limited: most of the in-flows from workers are transformed directly into pensions.
The other generic pension system is radically different: it is based on individual capital
planning, where individuals contribute to a pension fund during their working life and are
given back their investments’ yields when they retire. This has important consequences for
asset management: within contributory pension schemes, the amount of money is a lot larger
and it is invested over a longer period, with more possibilities of combining various assets
over different durations. Any country’s asset management industry will therefore reflect some

of its core institutional features: the pension system, the importance and function of financial

" For instance, the master/feeder fund structure was authorised in the USA in the early 1990s and only
authorised in 1997 in France. This structure involves a single master fund or hub, invested in a
portfolio of assets and various feeder funds or spokes each with a single investment, representing a
share of the master fund. The feeder funds pool their investments so that the master fund is larger and

has more possibilities of investments and they can be marketed towards various audiences.
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markets, the circulation of money within the economy, and even its savings habits. And
France is a very good example in Europe, because of the national dimension of its system: our
research question addresses the persistence of national patterns. Consequently, France was
preferred to Germany, which combines local, regional and national levels of pension and

investment structures, through its famous ‘Landbank’ and ‘Sparkasse’ (Dore, 2000: 171-181).

State influence is massive in the French asset management business: we mentioned regulation
and the pension system, and we could also bave discussed direct state involvement through
nationalisation, and as a user and provider of asset management services. For that reason we
can say that in respect of interdependency with the state, French asset management represents

a critical case.

2.4.2. The financial system
But French asset management is also critical in terms of interdependency with the national
financial system. This is obvious from its position within financial services and in relation to

investment habits.

Asset management is at the very core of the national distinctiveness of business systems.
Many authors have used the role of financial markets —and therefore asset management- as a
key element in defining various models of capitalism, contrasting the arm-length relationships
of Anglo-Saxon countries with the credit-based configurations of Rhenan and Latin countries
(Albert, 1991; Cerny, 1993; Franks and Mayer, 1997). We have already underlined the
importance of the national pension system: the existence of pension funds will drain a large
amount of savings into the stock exchange and it will sustain the investment industry. In
France, the lack of pension funds limits the size of the demand for investment services.
Furthermore, the importance of banks rather than the stock exchange as financial
intermediaries will have an impact on the asset management industry. Credit and securities
are competing modes of financing and since they compete for the same clients, a credit-based
economy will go with a weak stock exchange and limited possibilities for the asset
management industry. This shows how intimately this industry overlaps with its national

stock exchange.

Moreover, the state of the asset management industry will reflect the saving habits of the
nation's citizens. The level of financial savings constitutes the stock of possible investment of
the national economy. The asset management market is therefore dependent upon the savings
and reserves of individuals and companies in the national economy, and more specifically on

the part of those savings they are willing to invest in the stock exchange. These elements are
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very much influenced by national habits. The French population shows a degree of risk
aversion from equities but buys a lot of life insurance (Artuis, 1997). The Italians and the
Japanese are known for their high level of private savings, over 15% of income being saved
compared with less than 3% in the United States. Germans traditionally use their local house
banks -17 Land banks, over 600 municipal banks and nearly 3000 co-operative banks- where
they put their savings into deposits or fixed-interest bonds and forget about them.
Consequently, the average German household’s holding of equity was less than 20% in 1999
as against 145% in the United States (Dore, 2000: 176). A director in the European
Commission, himself French, comments on these societal differences by way of the following
anecdote:

There are many national differences regarding monetary habits. An example: the
other day, I was in Frankfurt and I was very surprised to notice that most
Germans would pay their hotel bill in cash. In France, you would be suspected of
having criminal activities if you did that! But the credit card is well spread in
France unlike in Germany, where the Eurocheque is dominant; and Eurocheque
scarcely used in France!

All these elements, relating to the stock exchange and to the societal particulars of the
national environment, represent clear institutional constraints on the French asset

management industry and make it a critical case.

2.4.3. Skill development and control system

In terms of skill development and control system, asset management is also a very valid
choice, because it belongs to the financial services area, which in France has clear national
peculiarities. This is largely due to state ownership, which was widespread after a.series of

nationalisations in 1945 and 1981.

In 1984, virtually all leading financial institutions were state-owned; nationalised banks
accounted for almost 90% of deposits in the country. As will be explained in more detail in
chapter IV, French financial institutions are subject to national collective agreements, which
set very precise guidelines in terms of human resource management. Careers are modelled on
the public service and take into account seniority and training. The national influence can also
be felt in the employment practices and other restrictions on labour market flexibility in the
financial sector (White, 1998: 15). State ownership resulted in banks and insurance companies
implementing very scrupulously collective agreements and the Auroux laws, voted in 1982 by
the socialist government and extending employee involvement. Consequently, the sector
portrays very well the typical features of the French model, which is seen by Barsoux and

Lawrence (1990), Lane (1989, 1995), and Maurice et al. (1986) as having constraining labour
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laws, high hierarchy, low flexibility and difficulty in adjusting to change. Within the French
economy, this once again makes asset management, as included in financial services (and
primarily in the mid-1980s, as we will explain later) a critical example in which the usual
characteristics of the French model of industrial relations can be observed. This is to a large
extent also the analysis of O’Reilly (1994) in her study of human resources in the banking

sector.

2.4.4. Trust and authority relations

Finally, the relationship with the client is of a particular nature in the asset management
- business, with trust and authority relations particularly embedded in the national business

system. The difficulty of measuring performance and the uncertainty about future returns

- make these relations very important.

First, asset management is a pure service with no results guaranteed. When setting out the
responsibility of banks regarding asset management, Bouteiller and Crédot underlined as
follows (La Revue Banque 484, 1988: 618):

Unless to pretend that the banker has a gift for divination, it is undeniable that
the bank is not liable for any obligation of results, i.e. the one of obtaining for its
client an automatic appreciation of assets or revenues of a high percentage.
Nevertheless, it has an obligation of means and must give its management all the
care and rigour of a salaried mandatory that is an expert in financial matters,
which means the one of a well-informed professional.

Financial markets are extremely unpredictable and risky. Despite such Wall Street legends as
Michael Steinhardt, Julian Roberson and George Soros, who made fortunes out of their
investment skills, few people can claim that they will secure financial gains whatever
happens. In fact, the list of investment disasters, from Black Thursday to Black Monday to the
Asian crisis, from KreditAnstalt to Barings to LTCM, is almost endless. It means that there is
no certainty regarding the quality of the service provided to the client, and also that the
evaluation of it is problematic. In this context, it is very difficult to appreciate the value of an
asset manager. This is the opinion of many asset management professionals, as expressed by
D:

What a good asset manager is, is very difficult to define. To me, a good manager
is someone who is capable to do better than its competitor with exactly the same
tools and the same very clearly defined objective. It is not possible to evaluate
90% of fund managers, because you don’t know either their objectives either-their
tools. Thereafter, it is all about marketing. ol

Is 10% a good return? Who knows? It all depends on how well the market performed, on what

the risk level was etc. It was probably not good if the market index increased by more than
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200% over the same period, but even then it might be a good performance if the objective
was, for instance, to limit volatility. It is very hard to measure the performances of a fund
manager, for the simple reason that it is necessary to find a proper measurement, a suitable
scale that will allow us to say whether a 10% return, taking into account some other ratios
measuring the associated risk, is a satisfactory result or not. Hence the necessary use of
benchmarks and ratios against which to measure asset managers’ performances. Moreover,
not only is it difficult to evaluate a good asset manager today, but the choice of an asset
manager means trying to choose one who will be good for years to come. The mandate is
indeed not about past performance, but about the prospect of future gains, which makes the
choice even harder. How do you know that because the fund manager you chose has
performed poorly for one year, he or she will continue to do so for the next two years you
_have contracted with him or her? Because of all these problems of measurement and because
of the uncertainties inherent in financial markets, the client really has to trust his or her asset

manager.

As the director of an Anglo-Saxon investment consultant in Paris said to us: “It is an act of
faith to give your money to someone during thirty years, especially when you need this
money to live for thirty years after retirement”. Sometimes the issues at stake are very
important, regarding as they do one’s life, one’s earnings and one's means of subsistence. As
soon as asset management does not deal only with expert investors, who are capable of
discerning the dangers of certain investments, then the sense of responsibility and the ethical
sense of asset management professionals become extremely important. Therefore, it is not
enough to have access to distribution networks and to have the adequate resources to lead in
the asset management business. Another competitive driving force is related to the capacity to
build relationships of trust with the client through effective marketing and sales relationships.
Hence, marketing is a key to success in the business of managing assets for Europeans and for
others who wish to invest in Europe (Walter and Smith, 1989: 152). This also includes
promoting a positive image in the client's eyes, and building relationships of trust, as G. a
finance professional, explains:

To be a good asset manager, you mustn’t be suspected of any collusion; your
responsibility must be unquestionable. It is a matter of trust. When you make a
deposit in a bank, you make an act of faith: you believe that the bank will give
you your money back. But apart from that, the money does not move. When you
give an asset management a mandate, you say ‘you can play with my money, at
the end, I will take back what remains of it.” It is an act of faith, a belief in the
professional competence of someone you trust.

Trust is crucial in convincing investors, be they professionals or private, to give their money

to an asset management firm. And competition between asset managers depends on their
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capacity to gain the confidence of potential clients. But trust is very much influenced by
social surroundings, and in particular by the institutional arrangements between economic
actors. Lane and Bachmann (1996) provide a useful analysis of the concept of trust in a cross-
national perspective. They criticise the idea that trust is based on moral and altruistic values,
and reconcile Luhman’s treatise on trust (1979) and Zucker’s New Institutionalist perspective
(1986) with Coleman’s work on Rational Choice theory (1990) to say that social structures
constitute trust. In the latter perspective, institutions provide the framework for rational
calculations; in the former, they channel social actions and mutual expectations.
Consequently, Lane and Bachrﬁann show that trust needs to be rooted in the existence of
stable societal institutions. For our purpose, this means that French clients will tend to put
. their trust in the institutional practices of their long-term business partners, in other words in
French asset managers, rather than venturing into partnership with foreign and not-so-well-

known competitors.

In other words, French players are unlikely to be willing to undermine relationships of trust
by changing their patterns of behaviour towards clients in order to secure or enhance their
‘market share.. They are thus likely to be very much attached to the dominant practices of their-
business system. This shows once again that French asset management displays some critical

interdependency with its national institutions.

2.5. Conclusion

French asset management represents a critical case for the purpose of our study: it has been
confronted to accelerated change and displays strong interdependency with national
institutions. Two supplementary elements are worth mentioning regarding our research
question. First, since France is famous for its resistance to change (Crozier, 1971, 1979) we
would expect French asset management companies not to have departed from the national
patterns of organisation and behaviour, which is another reason why it represents a critical
case for our research problem. Secondly, and again to support our choice, we should remind
that France has been a leader in continental Europe’s asset management business over the last
20 years, in particular for mutual funds. In 1987 the French market represented 50% of the
assets in the mutual funds of the 15 European states of today,” and it remained the leader in

1998, with 23% of the total. With 512bn euros by the end of 1998, France reached second

" Interestingly, these funds were channelled through retail banks and not through financial markets

intermediaries, which re-inforced the structure of the financial system around credit institutions.
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place worldwide in ownerhsip of mutual funds, after the United States, by far the largest
player with mutual funds of more than 4,000bn euros (AFG-Asffi, 1999b). If one takes into
account private and institutional mandates as well as insurance technical reserves, France still

holds fourth position in the world asset management market, and leads continental Europe.

Figure 1: the world largest asset management markets

Assets under management (bn euros, 31/12/97)

8000/

United States Japan United France Switzerland

Kingdom

Source: AFG-Asffi, 1999b

Consequently, in selecting French asset management as a critical case we also select the
continental European leader, and we may hope to achieve analytical generalisation, defined as
a method “in which a previously developed theory is used as a template with which to
compare the empirical results of the case study” (Yin, 1994: 32). The reasons for choosing the
period 1984-1999 were straightforward. 1984 was the starting date for the deregulation of the
French banking system, with the new banking law on 24 January 1984. This corresponds to a
decrease in government control (Pliilon, 1998: 9). 1984 is therefore a good starting date for
the study of organisational adaptation. The end date, 1999, saw the launch of the euro. Firms
had to anticipate the arrival of the single European currency and react accordingly, which
means potentially interesting adaptation processes. Moreover, with a clear finishing date, it

was possible to have precise data and more open commentaries from the actors in the field

about what had happened.

All these elements should have convincingly justified the choice of the French asset
management industry over the period 1984-1999, as a critical case study for the investigation
of organisational adaptation in an integrating Europe. It is now possible to formulate more

precisely some theoretical hypotheses about the case.
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3. The return of the convergence hypothesis

It appears from close investigation of the asset management industry that the French situation
cannot be accounted for without referring to the Anglo-Saxon model of the financial system.
The changes that we have described appear to have been heavily influenced by the
confrontation with the American and British systems. Moreover, the whole industry is largely
dominated by these countries, which have not only world-leading companies but also a
business system that gives these companies some societal competitive advantage. Both in
terms of efficiency and legitimacy, it appears therefore that the Anglo-Saxons are leading the
way, and this has some implications for the theoretical accounts of organisational adaptation:
adaptation in the French asset management industry may be nothing but the adoption of the

Anglo-Saxon organisation and practices.

3.1. Anglo-Saxon influences in the new French financial
environment

We will now show that Anglo-Saxon influence was critical in transforming the French
financial system, and therefore the environment of French asset management comp'an.ies; This
- influence was particularly noticeable in three areas: the deregulation agenda, the definition of
new rules of the game, and the development of a financial market economy. This may well
suggest that adaptation to the new French environment did mean becoming more like Anglo-

Saxon firms.

3.1.1. The deregulation agenda

Moves towards deregulation in the financial sector started in the United States and were soon
followed in the United Kingdom. Liberalisation of interest rates in the United States began in
1972, when the savings banks in Massachusetts were authorised to establish new financial
instruments without restrictions on interest rates, and when money-market funds were
approved (Canals, 1993: 11). The introduction of the Cash Management Account by Merrill
Lynch in 1977 gave investors simultaneous access to financial instruments and a deposit
account, and its rapid success increased the pressure towards liberalisation in a context of
high inflation. By the beginning of the 1980s, the control of banking activities in the United
States had been largely relaxed and competition increased greatly. The United Kingdom
followed the lead with an impressive deregulation programme: exchange and capital controls
were dismantled in 1979, and the financial landscape was transformed by a new financial act,
the Big Bang, in 1986. London capital markets were opened to foreign firms and fixed

commissions on stock market transactions were abolished. These fixed commissions had

58



supported a distinction between traders and dealers; this distinction became untenable and
jobbers were replaced by market-makers. “Prompted by Britain’s fear that it was losing big
business to America, Big Bang in turn instilled the fear that the continent would lose the same
sort of business to London”, commented The Economist (26 March 1988, p.65). And indeed
France’s swift deregulation programme was regarded by many as a reaction to international
competitive pressures (Albert, 1991: 270). Furthermore, it is particularly interesting that
French and European financial regulation actually borrowed from the American and British

example.

3.1.2. New rules inspired by Anglo-Saxon countries

First, the general spirit of the French deregulation was clearly liberal: it corresponded to a
retreat of the state and the adoption of a free-market agenda (Walter and Smith, 1989: 109).
This is the traditional stance of Anglo-Saxon regulators. Second,:the new regulation that was
described earlier shows a shift in the nature of the control on asset management companies.
Licensing and direct state control were the main instruments of French financial regulation
until 1984, when supervision took the form of procedures of agreement associated with
prudential ratios and some professional self-regulation. These practices corresponded to the.
ones traditionally used by British regulators (ECU Institute, 1995: 73). Finally, the design of
the European regulation was actually inspired by Anglo-Saxon regulation. For instance, the
1988 Investment Services Directive, covering securities business, closely followed the

Financial Services Act, 1986, in the United Kingdom (Gardener & Molyneux, 1990).

The adoption of the single European currency aimed explicitly at creating a financial market
that could approach the size and fluidity of the American one. Converting government debt
into euros created a $2 trillion market, in which product innovation, increased competition
and financial efficiency could be expected (Merrill Lynch, 1998). In fact, the euro is likely to
be beneficial to American companiés, which are used to operating in a large and fluid market,
such as the one that should emerge from the linking of the eleven European currencies. A
survey of 100 European pension funds and managers, published by Goldman Sachs and
Watson Wyatt in June 1998, showed that 64% of them were planning to manage their
investment portfolios on a sectoral basis, and to consider the euro-zone as a single entity
(Financial Times, 10 November 1998). The perspective of an integrated European financial
market would produce an environment having many characteristics in common with its
American counterpart. This is the opinion of a director in a leading American investment
bank:

The new model with Euro might be appropriate for Europe. But if it is based on
free market, it is likely to become similar to the US. The outcome should be
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similar because the single European market has the same values. Financial
models are not political, but models are driven by politics. The US model is
innovative and responsive; this is more interesting because it is producing good
results for the financial world as well as for society. The more innovative your
financial market, the more efficient your economy.

But the Anglo-Saxon influence was present not only in the concept of the deregulation
programme in France and in Europe and in the definition of the rules of the game; it also had
some important consequences for the structures of the financial market. This produced an

even greater change in the environment of French asset management companies.

3.1.3. A new financial system
We underlined earlier a major feature of American and British types of capitalism: financial
structures in which capital markets and not banks play the central role. The path followed by

France seems to have brought this country closer to such a type.

Rybczynski (1997) has suggested that the Tinancial systems evolve in three phases. First is the
bank-oriented phase, in which banks are responsible for almost every financial service and
there are no other financial markets of any significance. Second is the market-oriented phase,
in which financial markets grow and become more important for providing funds and for
investment purposes. Third is the securitised phase, in which the share of banks in collecting
savings and allocating them declines, and non-financial agents go directly to financial markets
to find funds and to invest savings. Evolution towards this later stage tends to result from
changes in the regulatory framework, from technological advances and from an increase in

general wealth.

In line with this argument, France seems to have adopted more Anglo-Saxon arrangements,
with a dominant role of the financial markets. Plihon (1998) shows that in terms of assets,
French major banks held 84.2% of credits in 1980 but only 50.9% in 1996. At the same time,
the share of their assets invested in securities rose from 4.8% in 1980 to 34.6% in 1996.
Moreover, their share of financial intermediary business fell from more than 70% in 1980 to
20% in 1997 (CNCT, 1998). Consequently, the weight of financial securities increased
greatly in France, as illustrated in the following diagram, which shows the value of financial

securities (stocks, bonds and negotiable debt) as a percentage of France’s GDP:
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Figure 2: stock of financial securities as a percentage of France’s GDP
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Source: Plihon, 1998: 63

This means that the French financial environment has become centred on the stock exchange
and has hence become more similar to the position in Anglo-Saxon countries. This central
role of the financial markets is even reflected in the internal structure of French shareholding.
France was characterised by a system of cross-shareholdings, especially after 1986 and the
withdrawal of state influence from control of economic activities. But recent analyses show
that the country is moving away from interlocking and concentrated ownership structures and
moving “towards less complex, market-oriented structures, closer to the US and British
models” (Morin, 2000: 39). This change is illustrated by the attitude of the AXA-UAP group,
which is managing its huge stock of French equities in line with profitability targets and not to
foster strategic control. For example, while it could have used its cross-shareholdings or its
own assets of 3,500 billion francs to raise 60 billion francs and block the 1998 take-over of
the French insurer AGF by its rival Allianz, AXA-UAP did not intervene and let a foreign
player break the cross-shareholding network. The change in French capitalism is also
illustrated in the high percentage of foreign ownership in France, which represented 35% of
the capitalisation of the Paris stock market in 1997, according to a Bank of France study of 60
per cent of listed companies. Furthermore, the shift towards an Anglo-Saxon style economy,

centred on the financial markets, is confirmed in the profile of supervisory control.

In summary, it appears that French asset management companies have come to operate in an
environment that is becoming more similar to that of their Anglo-Saxon competitors. This can
be observed from the regulation and the shape and the structures of the financial markets.
From our evolutionary perspective on adaptation and even from an institutional economics
point of view, this may suggest that French firms would adapt by becoming more similar to
Anglo-Saxon ones, especially since Britain and America dominate the asset management

business.
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3.2. Competitive conditions and legitimacy: Anglo-Saxon pre-
eminence

We now analyse the case study further in order to show the elements which may be driving
organisational adaptation, and how this may occur. This means, in the first place, looking at
competitive conditions in the industry. We will notice that the asset management industry is
marked by the clear supremacy of the Anglo-Saxon players. In other words, adaptation
through the definition of the best practices in the business, or through the dominant social

dogma, are highly likely to go in only one direction: the adoption of Anglo-Saxon practices.

3.2.1. Competing in the asset management industry: key success factors

The new market environment created by the single European market makes it necessary for
| cbxﬁpahies in the asset management industry to secure quality and effectiveness (Walter and
Smith, 1989: 151). When asked about the key success factors in their industry, investment
professionals insist on a number of issues, which reveal the competitive dynamics of the
sector. In order to produce superior performance, two elements are critical: people and
technology. But this is not enough: asset management also requires' some more general

strategic thinking regarding size and distribution.

As D., fund manager in a leading global investment bank, explains, the industry is structured
around two general problems, collecting the clients’ money and then managing it in the best
possible way:

When banks look at asset management, they first look at how they can gather
funds, and then how they actually manage them. I think the first is a bigger
challenge than the second is. There is a lot of competition; customers are not
always easy to access.

The asset management firm does not have many sources of revenue. It is paid almost entirely
by a management fee, typically between 0.5% and 2% of assets managed per year (Downes &
Goodman, 1998). Since management fees are expressed as a percentage, then the higher the
volume of assets under management, the higher the revenue. In other words, to make profits
in this industry it is not enough to excel in fund management: it is also very important to have
as many customers as possible. Market analysts therefore regard distribution as a key element
(Ernst & Young, 1999). It is an entry barrier, and a pre-condition to being able to compete in
the asset management business, which is why foreign competitors have had such difficulties
in entering the market, as will be outlined in a subsequent chapter. Distribution networks, and

in particular those of the retail banks, represent the largest market share. The first condition
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for success in the industry is to have access to these networks, in order to reach as many

customers as possible.

Another important factor is the capacity to limit costs, in order to generate profits. This is the
focus, for instance, of the PricewaterhouseCoopers 1998 survey of the UK investment
management business, which tried to identify the conditions improving the profit margins of
the industry. The main findings are that size is a key success factor:

We are now seeing the largest businesses establishing something of a lead in
profit terms as medium-sized and smaller scale operations come under increasing
pressure. (PricewaterhouseCoopers, 1998: 1)

This conclusion was reached by many investment professionals, who recognised that only two

 strategies are possible: either going global and reaching a critical mass, or being specialised.
Nick Lopardo, chief executive of State Street Global Advisors, explains that size is necessary
to reach economies of scale and scope and to respond to the challenge of the global economy,
which requires folloWing the financial markets twenty-four hours a day (Investment and
Pensions Europe, February 1998: 18). Didier Miqueu, chief executive of Sinopia, a European
niche player, reckons targeting small market niches is also.a good strategy (Investment and
Pensions Europe, September 1999: 43). On the other hand, it is not easy to control costs,
because of the rarity and expensiveness of the key resources in the asset management
business: people and technology. This quote from P., the chief executive of a leading British
asset manager, is particularly revealing:

Question: Which are the key factors of success in the asset management business?

Answer: It is a people business. So at the end of the day you must employ, that is
attract and then retain key professionals in all the disciplines of fund
management. Not only fund managers.[..] That means individuals who can
interface with clients, service the clients, those who can process the IT,
technology environment and the human resource management to properly run the
business.

To succeed in the asset management industry, it is therefore critical to have the best
professionals available. The capacity to hire such individuals and to retain them, which means
the human resource management, is then very important. Obviously, this is true for any
business, but in the case of asset management it is especially critical because only a few fund
managers manage to beat the market, an ability which makes them uniquely valuable to the
company. The conditions of employment, and in particular pay, are therefore very important
in enabling companies to hire such individuals. That said, technology and innovation also

appear to be key factors in success.
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Banking has traditionally made great use of technology, but the information technology
revolution is proving an incredible driver towards of (Canals, 1993: 37). Investment
professionals emphasise the importance of technology: computers, databases, prici'ng
software, and performance analysis modules were cited as important tools in improving the
quality of asset management offered to clients. It is not surprising, then, to notice that
Fidelity, the world's leading asset management firm, had in 1997 an Information Technology
budget of more than $500 Million. But this also has implications for the way firms compete
against each other, and try to design new types of funds (International Tax Review, May
2000). In fact, the evolution of the financial system can be viewed as an innovation spiral,
where companies compete not only in a static but also in a dynamic sense, in their capacity to
innovate and to develop new products (Merton and Bodie, 1995: 20). The capacity of firms to
react and to adjust quickly therefore appears critical in this industry. In summary, we have
listed a series of competitive drivers in the asset management business: distribution, size,
people and technology. However, given these competitive conditions, it appears that Anglo-

Saxon players are particularly dominant.

3.2.2. Anglo-Saxon leadership
It is important to notice that American and to a lesser extent British players dominate the
world of asset management. Not only do these countries have the largest market and the

world's market-leading companies, but they are also the leading professionals in the field.

The asset management business has strong links to stock exchanges. In fact, asset
management is barely imaginable without a stock exchange: the whole business is about
buying and selling securities to pool them together in portfolios in order to achieve certain
objectives of return and risk. There is a strong interdependency between the national stock
exchange and the national asset management industry. This is true in terms of factors of
production: finance professionals, financial products and infrastructures are common to the
two. A small and non-competitive stock exchange will therefore limit the possibilities for
development of the asset management industry. It is also the case that asset managers cannot
work without a number of intermediaries: brokers, analysts, dealers and investment bankers,
who issue new securities. The performance of the dealers depends on the performance of the
others. This corresponds to what Porter described as the national diamond, the determinants
of national advantage (1990: 72). Nations succeed in clusters of industries connected through
vertical and horizontal relationships (Porter, 1990: 73). Consequently, nations are more likely
to succeed in the asset management business if they can count on a powerful stock exchange
and on a wide arrays of investment bankers, analysts, brokers and so on. Reciprocally,

because the diamond is a mutually reinforcing system, a strong asset management industry
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will support leadership in other related financial industries. Is it therefore so surprising to
notice that the world leaders are to be found in the Anglo-Saxon countries, where the largest
financial markets are located? When questioning investment professionals in London, the
perception of an Anglo-Saxon leadership is clearly recognised, and it is related to the
geographical location of a strong stock exchange:

Interviewer: Talking about investment management would you say that such an
expertise is more developed in America and Britain?
D: Yes. There are different traditions, also because of different pension systems.
Asset Management is located in financial centres (New York, Tokyo and London)
because they have the competencies and skills etc...

Interviewer: Do you think that asset management is more developed in Anglo-
Saxon countries?

P: I think... what you find, in general, is a larger and more efficient market. The
state of fund management is more developed in more developed markets. Where
you have a less efficient market it is relatively easier to extract value.
Technology, terminus o f flows, transparency make markets like the United States,
the United Kingdom, Australia very challenging markets. They have an equity
culture. There, you have a regime where information is available. Where you
have less well-defined equity culture, the efficiency is not there as much. When
you have that kind of transparency and efficiency, you become more disciplined
in the way to consistently extract value out of the market. So, in that sense the
Anglo-Saxon markets are probably ahead o f the pack.

Anglo-Saxon leadership benefits from a huge market, because of pension funds, which collect
a large part of these countries’ GDP and use asset managers to invest it. As a result, the
American market represents almost 40% of the world asset management market. Not
surprisingly, this is translated into the domination of the Anglo-Saxon asset managers, who
manage the largest volumes in the world. According to Pensions & Investments! Watson Wyatt
World 500, asset managers based in the US had 44.2% of the total world market at the end of
1997, as shown in the following chart:

Figure 3: Asset management firms’ market shares in 1997 by country of origin

44.2%
15.3%
9.2% 78% 6.6% 5.6%
US Japan UK Switzerland Germany France

Source: Pensions & Investments/Watson Wyatt Worldwide 500
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Anglo-Saxon leadership is therefore not only leadership amongst individual companies
operating in the asset management market, but the societal leadership of the Anglo-Saxon
system in this area. Not only are American and British companies the leading asset managers,
but the whole professional scene is dominated by Anglo-Saxon players. The most established
lawyers, the leading investment consultants (Frank Russell, Watson Wyatt, Mercer), the
prominent rating agencies (Standard & Poor's, Moodies), the leading accounting and audit
firms (the Big Five) are all American or British. They reinforce the leadership of the Anglo-
Saxon business system, by providing resources and support to the asset management
companies they work with. They contribute to establishing and improving common practices,
and thus sustain an institutional competitive advantage in the field. This corresponds to what
Soskice (1992) defined as the National Frameworks of Incentives and Constraints. The
Anglo-Saxon business system, through its finance, labour market, product market rules and
inter-company relations helps companies operating in the asset management business. It is
widely accepted that Anglo-Saxon countries have a more responsive and flexible labour
market than continental European countries, and in particular France (Lane, 1989; O’Reilly,
1994). More generally, in a sector such as asset management, where human resource
management and innovation are critical, it is likely that institutions of the Anglo-Saxon type
will be beneficial (Casper, Lehrer, Soskice, 1999). It is not surprising, therefore, that
comparative studies of national institutional competitiveness conclude that countries like the
United States and the United Kingdom provide a competitive advantage for money
management (Porter, 1990: 255; Vitols et al., 1997: 22). All these arguments have a strong
implication: competitiveness in the asset management business goes in tandem with the
Anglo-Saxon business model. We will show later how this suggestion was both recognised
and debated by the actors in the field, and how the Anglo-Saxon model could eventually

prevail.

In conclusion, our review of Anglo-Saxon leadership in the asset management industry leaves
us with the idea that if a company wants to be competitive it shoulfd look Tike an Anglo-Saxon
one. Two generic drivers were identified for adaptation: pressures towards higher efficiency
(economic or evolutionary), and pressures towards legitimacy. In both cases adaptation is
expected to lead to business practices that look like those of British and American companies.
Even if this is a rather odd conclusion for the purpose of the research, it appears that in the
case study adaptation may well be nothing but adopting the practices and routines of Anglo-
Saxon players. Such a conclusion complicates slightly the perspective of the research, because

it makes it necessary to look at adaptation processes by paying attention to the Anglo-Saxon
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model. In other words, while our study is longitudinal and studies the French case, it has to be
analysed in relation to the American and British patterns of organisation. The problem is
however that we chose French asset management precisely for its critical interpendency with
the national business system. The case study mixes therefore the problem of adaptation with
the '1 . e jt pQggjbjg to a(j0pt Anglo-Saxon practices in the French
asset management industry, tnereoy contradicting the principle of interdependency with the
national business system? This leads us to formulate competing hypotheses about the case
study: different theoretical perspectives will predict that the French industry would go in

different directions.

4. Four competing hypotheses

Now that the case study has been assessed in more depth, it is possible to go back to the
theories about organisational adaptation to try to predict what might have been expected from
the adaptation of French asset management companies to their new environment. As we will
see, contradictory arguments can be advanced about the case study, which leaves a puzzie
about what <actua% happened in reality. Four hypotheses can be advanced, which put to the

test the theoretical proposition that business systems will preserve their originality.

4.1. Organisational adaptation: hypothesis 1

There are many elements in the case study that favours a first hypothesis, which is a version
of the convergence theory. The hypothesis is that French asset management companies will
depart from reproducing the routines corresponding to the original French business system
and will adopt the routines of the companies operating in Anglo-Saxon business systems.

Several theoretical justifications can be advanced.

The analysis thus far has shown clearly that the asset management business is marked by the
dominance of Anglo-Saxon players, and by the Anglo-Saxon financial system model more
generally. We may therefore expect that the world leaders in the asset management business
will be the most efficient firms. The organisation model of American ancLffrjtish companies
would therefore represent the best way to organise asset managemenu-fn a new French
environment where competition is free, we would expect market forces to put pressure on
firms to improve their structures and organisation. Ultimately, the argument is that adaptation,
driven by economic efficiency, would lead French firms to eliminate their previous practices
that were not optimal and to adopt those of their Anglo-Saxon counterparts. Other theoretical

arguments can also be advanced that support the idea of French firms adopting the practices



of their American and British competitors. Recalling the argument of Rybczynski (1997) that
Anglo-Saxon countries are at the forefront of historical trends in the development of financial
markets, this first hypothesis would alsorbe justified by evolutionary approaches. French
companies would only catch up with those companies that lead the scene and master the
newest technology and knowledge. A further justification would come from the neo-
institutional argument that the most legitimate form of organisation will be imposed upon
companies. Because they represent the world leaders and because their supremacy ranges
from asset management to pension funds to consultants and professionals, American and
British players would have the legitimacy and the political power to assert their organisational
structures. French companies would therefore comply with the dominant dogma, which in the
asset management business happens to be the Anglo-Saxon one. We would therefore expect
firms in the French asset management organisational field to integrate and to imitate the
leading practices from the Anglo-Saxon business system. Hence the formulation of the first

hypothesis for the case study:

= HI: French asset management companies will adopt a large number of routines from the
~ Anglo-Saxon business system and transform their patterns of economic organisation

accordingly
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